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EXAMINATION OF QUALITY OF CARE UNDER
MEDICARE'S PROSPECTIVE PAYMENT SYSTEM

TUESDAY. JUNE 3. 1986

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The committee was convened, pursuant to notice, at 9:35 a.m. in

room SD-215, Dirksen Senate Office Building, Hon. David Duren-
berger presiding.

Present: Senators Durenberger, Chafee, Heinz, Symms, Grassley,
Baucus, and Mitchell.

[The press release announcing the hearing and the prepared
statements of Senators Packwood and Heinz follow:]

11ress Release No K41;-451

FINANCE COMMIrTEE To EXAMINE QUALITY OF CARE UNDER MEDICARE'S PROSPECTIVE
PAYMENT SYSTEM

The Senate Committee on Finance will examine the issue of whether or not the
quality of health care for older Americans has changed as a result of Medicare's
prospective payment system, Chairman Bob Packwood (R-Oregon) announced today.

Senator Packwood said the hearing would begin at 9:30 a.m., Tuesday, June 3.
1986, in Room SD-215 of the Dirksen Senate Office Building.

Senator Packwood explained that the Medicare prospective payment system was
implemented in conjunction with a number of safeguards designed to protect the
quality of health care. "I am gravely concerned about allegations that because of
the prospective payment system, Medicare beneficiaries are being released from hos-
pitaIs before their need for acute inpatient care has been met. Also am concerned
about patients who are discharged without an appropriate plan for their post-hospi-
tal care, and about reports that post-hospital services, such as skilled nursing facili-
ty and home health care may not be available."

Senator Packwood stated that he is aware of the incentives and potential for pre-
mature discharges. "If the data is not available to demonstrate a problem, the po-
tential certainly exists. The purpose of this hearing is to examine what is known
about the extent or potential for premature discharges, to examine the existing safe-
guards, and to solicit views on what changes mifht be made to assure that Medicare
beneficiaries are not denied quality health care.

The Chairman said the Committee expects to receive testimony from representa-
tives of the hospital industry, peer review organizations, the research community,
and beneficiary representatives.

Senator Packwood also noted that witnesses and others should take the opportuni-
ty to provide their views on a recently proposed bill to address the quality prob-
lem-S. 2331, "The Medicare Quality Protection Act of 1986", sponsored by Senator
John Heinz (R-Pennsylvania) and others.

OPENING STATEMENT OF SENATOR BOB PACKWOOD

We are here this morning to examine a matter of considerable interest to me and
to other members of the Finance Committee-the status of health care under the
prospective payment system and whether or not Medicare beneficiaries are receiv-
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ing high quality care under the new system. I have co, vened this hearing to review
the facts and the available data behind allegations that Medicare:. perspective pay-
ment system has caused beneficiaries to be prematurely discharged fm some hosp-
tials before they are medically ready and able to leave. Concerns also have been ex-
pressed that Medicare beneficiaries do not have adequate access to post-hospital
care services, such as nursing home care or home health visits, because the hospital
either failed to develop an adequate discharge plan, or because Medicare's payment
rules for post-hospital care do not accommodate a health delivery system that now
emphasizes cost-effective outpatient care.

In 1983. health care costs were out of control and the Medicare trust fund was on
the verge of bankruptcy. We took a hard look at the problem then, and decided that
we would eliminate the "fat" in the hospital payment system. Thus. we passed legis-
lation creating the prospective payment system. Under PPS, we gave hospitals a fi-
nancial incentive to avoid unnecessary services and to lower costs. We knew that
hooptials, in conjunction with physicians, should make decisions on which services
were necessary and which were not. As a result, there have been a lot of changes.
For example. under the old cost system, a patient might have been admitted to the
hospital a day or two early in order to "rest-up" before his or her treatment. An-
other patient might stay an extra day or two after his or her treatment until it was
more convenient to go home. Under PPS, these types of medically unnecessary and
what some have called "social" hospital days, are no longer reimbursed as acute in-
patient services. We also know that before PPS. physicians could order any medical
test or procedure, including surgery, whether or not it was needed. Often these serv-
ices involved unnecessary risk to the patient. Now, physicians are being asked to
order only those services that are necessary for the patient's diagnosis, treatment,
and recovery. Do these changes lower quality care or merely alter the type of care
to which patients have been accustomed? Other system changes that have been
made and the impact of these changes on the Medicare patient's health either in
the hospital or after discharge need to be explored.

When Congress enacted the PPS legislation, we intended the system to efficiently
and effectively deliver medically appropriate and necessary care of high quality.
However, we also recognized that there were incentives inherent in the system that
had the potential to increase hospital and physician revenues at the patient's ex-
pense. Congress therefore built in a number of safeguards to assure that Medicare
beneficiaries were protected from potential abuses. These included special payment
provisions for complex cases, independent review through peer review organizations,
and special reporting to Congress.

Tay we will examine whether these safeguards are working. Are the problems
that we hear about due to the transition to a new payment system? Or is there a
flaw in the system that we had not anticipated? If modifications are required, we
want to make the necessary adjustments. If new safeguards are required we want to
make the necessary additions.

Today, we ask our witnesses for specifics. We want to know whether or not pa-
tients are being admitted or readmitted to a hooptial appropriately; whether or not
access to necessary medical care has changed; whether or not tests and procedures
are adequate; whether or not discharges are premature; and whether appropriate
post-hospital services are available. If there is a problem, we want to know how
widespread it is and how it is distributed across payment categories, patients, and
geographic areas. Further, I want your recommendation on how the problem can be

xed. f data on the problem is not yet available, I want to know how we can pro-
tect beneficiaries in the interim. Your comments also will be welcome on the provi-
sions in S. 2331, the Medicare Quality Protection Act of 1986, introduced by Senator
Heinz.

Unfortunately, because of my involvement with the tax reform bill, I will be
unable to remain here this morning to hear the evidence presented. The tax bill is
at a very critical stage in the legislative process. It offers important benefits for
Medicare. beneficiaries, as well as all Americans, such as simpification and lower
tax rates. Since we will soon debate the bill on the Senate floor, I have asked Sena-
tor Durenberger, who is the chairman of the Subcommittee on Health, to chair the
hearing this morning. Senator Durenberger's interest in assuring that Medicare
beneficiaries receive high quality health care goes back a long way. He was instru-
mental in developing legislation to establish Peer Review Organizations, or PROs,
whose job it is to monitor quality of care under the Medicare program.

I want to thank each of the witnesses here for sharing their perspective and
knowledge on this important issue. I have asked the staff to consider the provisions
in S. 2331 as well as the bill Senator Durenberger intends to introduce next week, in
order, to produce a package of proposals for the committee's consideration.
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STATEMENT OF DAvE DURENBERGER

The federal government's commitment to health care has traditionally centered
around the twin national objectives of assuring access and quality for all Americans.
Twenty years ago. Congress established Medicare as a way of delivering on that
commitment for this country's elderly and disabled.

But, in 1966, our definition of "quality" was quite different from today. In fact, by
today's standards, access was given much greater emphasis than quality in a system
often characterized by long stays in the hospital, and patients who were examined,
but not treated, and cared for, but not cured.

In the last twenty years, however, advances like intensive care units, and amazing
new diagnostic tools, pacemakers, by-pass surgery, cancer therapies. and same day
cataract operations, have changed the definition of quality medical care for all
Americans.

For the elderly and disabled in particular, the hospital is no longer simply a place
to convalesce or to die. Now. thanks to advances in medical science, the hospital can
be a place to renew, and even improve, life.

With all these advances in modern medicine, however, have come new challenges.
New, more expensive procedures and devices-when combined with Medicare's fi-
nancing arrangements resulted in better access to effective care for beneficiaries,
but also tremendous increases in cost for both beneficiaries and the American tax-
payer.

The Medicare "money machine" very naturally lead doctors, hospitals, and their
patients to think that "more medicine" was automatically "better medicine."

Eventually, concern arose among many Americans that the "more is better" prac-
tice standard was not only too costly, but might also mean "too much" medicine,
particularly in the case of expensive hospital services.

These concerns led to a traditional regulatory response on the part of government
with "Certificate of Need" legislation and the genesis of the Professional Standards
Review Organization (PSRO) program, and, later, the Peer Review Organizations
(PROSI which [ helped to develop.

Action on the regulatory side, though, was only part of the answer. Payment
reform had to be the major driving force to bring incentives for the providers in line
with the actual needs of the beneficiaries. The advent of the per case pricing for
hospitals in 1983--payment by Diagnosis Related Groups (DR sI-replaced the tra-
ditional cost-based payment system and brought with it a "new day" in hospital
care for Medicare and the millions of Americans it serves.

Now, instead of "more is better," the new Medicare payment system sends doctors
and hospitals a signal that patient care should be managed carefully and that pa-
tients should receive only that care which they need.

These significant reforms are working largely as intended. Hospitals and other
providers have responded well. The new system has given the Medicare hospital
trust fund billions of dollars in savings and has given efficient hospitals the ability
to make profit margins necessary to maintain financial viability.While the signals of the new Medicare payment system have been clear to hospi-
tals and doctors, they have not been as clear to elderly and disabled Medicare bene-
ficiaries. Many patients have been confused about what "quality" can mean when
they are directed away from traditional hospital settings for treatment or dis-
charges after what seems like very shc'rt hospital stays. And, many older Americans
are concerned that the new payment system leaves the potential for providers to
"short-sheet' patients on quality.

These concerns have led at least some older Americans to conclude that they may
be worse off under the new Medicare involved with the "more is better" philosophy
of the past, we must now confront the risks of an approach which seems to be
saying that "less is better."

The Finance Committee-and its Health Subcommittee-are indebted to our dis-
tinguished colleague Senator John Heinz and his Select Committee on Aging for the
very appropriate leadership they have taken in monitoring the reaction of elderly
Americans to changes in doctor and hospital behavior as a result of the new Medi-
care payment system.

These and other concerns which have been raised about the effect on quality of
recent Medicare changes are at the heart of today's hearing. To put it quite bluntly,
we want to know whether and to what extent hospitals are "short-sheeting" elderly
patients.

One often-cited indicator of lower quality is the estimated three to four thousand
premature discharges of Medicare patients identified since 1983. Witnesses this
morning will report differing interpretations of the early discharge issue. And, I'm
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sure we will hear some discussion aitd debate about how high or low the actual
number of these early discharges really is. But. we must be careful to sort out the
extent to which early discharges actually reflect a systematic reduction in quality of
care for Medicare patients.

The hearing will. therefore, focus on three critical issues:
First, are these three to four thousand early discharges the tip of a "quicker and

sicker" iceberg? Or. are they exceptions to the rule of generally good medical prac-
tice? Do we even have the ability to answer this question? Can we, in other words,
answer, with facts, this critical question?

Second. how much of the concern over premature hosptial discharges can be at-
tributed to the fact that DRGs changes the practice of medicine overnight, while all
of us forgot to tell the beneficiaries?

Before 1983, Medicare patients could expect to stay in a traditional hospital set.
ting until they were completely recovered. This meant that many hospital stays in-
cluded what one might call "social days,": or days during which the patient didn't
actually require acute care, but couldn't arrange for, or afford, the less intense post-
hospital care actually needed. So. the patient stayed in the hospital and the hospital
sent the total bill- including the cost of the "social days"-to Medicare's hospital
trust fund.

Now, however. hospitals have no incentive to encourage either inappropriate ad-
missions or longer-than-necessary stays. Anti PROs won't allow either. Medicare
now pays hospitals only to care for people who actually need hospital care not for
people who can and should be treated in le1s expensive, but still very appropriate
settings.

Thousands of older Americans, for example, are having cataract and other types
of surgery in same-day surgery centers. And thousands more receive cancer fighting
chemotherapy treatments in outpatient departments and, increasingly, in their own
homes. All Americans are having to get used to these kinds of changes in the prac-
tice of Medicine. Mothers no longer spend five days in the hospital "resting up"
after the birth of a baby. And dozens of tests and other procedures which used to
require hospitalization are now done, routinely, in doctors offices all over America.

Third, how much of the concern over premature hospital discharge is really a con-
cern over patients' inability to find the non-hospital settings or post-hospital care
they need?

As I have said, Medicare's new payment system means that patients will be ad-
mitted to hospital only when hospitalization is needed and discharged from the hos-
pital as soon as hospitalization is no longer necessary.

In the days of cost-based reimbursement, Medicare paid the cost of convalescent
care when it paid for all the hospital days the doctor ordered. Now, however, Medi-
care has made it clear that his type of care must be provided outside the expensive
hospital setting. Yet, Medicare hasn't changed its post hospital care structure.

This leads one to logically ask the question "Should Medicare now pay more of
the share of post-hospital care-particularly since the burden of that care has now
increased?'

My tentative answer to that question is "yes," but we haven't yet conformed the
payment systems for nursing home, home health and other alternatives to ease the
burden of choice on the patient and the doctor.

As I read the testimony that was submitted for this hearing either these three
issues in mind, I was struck by the work of the General Accounting Office and the
Office of Technology Assessment. Those two agencies did not conclude that there
was a quality problem. But, they don't conclude that there was not a quality prob-
lem, either.

Instead they concluded that there is-amazingly enough-no date with which to
tell whether there is a quality problem with the new Medicare payment system.

That conclusion leads me to call for a united effort to get the information we all
need to really answer the questions asked by today's hearing. I understand that
Blue Cross/Blue Shield is establishing a nationwide, computerized information-shar-
ing network which will cover 80 million patients. I'm sure there is much the federal
government can learn from this kind of national health data network.

In a letter to Secretary Bowen, Senator Heinz and I have already expressed con-
cerns about specific problems with the administration and organization of Medicare
data which inhibits its usefulness in evaluation of the effects of major policy
changes on Medicare beneficiaries.

Similarly, to my knowledge, HCFA has made no systematic effort to create a
usable PRO research data base. Therefore, PROs do not perform their reviews in a
way which allows the data to be analyzed to identify regional variations in treat-
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mert patterns or to conduct national evaluations using objective measures of qual-
ity of care.

In order to begin to remedy this situation. I intend to introduce next week legisla-
tion which should help ill the critical gaps in our current knowledge of the needs of
Medicare beneficiaries and the quality of care they are receiving.

That legislation. the "Medicare Information Act of 1986" will implement several
of OTA's recommendations and those we hear today for improving the usefulness of
existing and future Medicare information.

This legislation will create a new Medicare "Quality Barometer System"-or
QBS- to provide both administrators and policy-makers with the kind of informa-
tion they need to address the issue of quality of care without dependence on anec-
dotes and estimates.

And, this legislation will take a longer view, beyond the immediate quality ques-
tions raised by DRGs. It will help Medicare to buy value for its beneficiaries, by
establishing a program to study the health outcomes of Medicare patients who un-
dergc procedures for which utilization varies. Such studies are essential if we are to
understand better how to determine which and what level of care is really-the
"best" care.

Finally, I'd like to take this opportunity-while representatives of all segments of
the health care delivery system are together here-to remind all of us that "qual-
ity" isn't an issue which can be resolved by one hearing or by one bill or regulation.

A reporter asked me the other day if I had introduced any "quality" bills. My
answer was that every bill I have authored addressing health care" reform is a pa-
tient "quality of care" bill. Making sure that health care is more cost effective
means getting better quality through wiser use of financial and medical resources.

But, in meeting this obligation, hospitals and doctors can't be "short-sheeted" any
more than patients.

Ensuring quality care, in other words means making sure that money isn't arbi-
trarily taken out of payments to hospitals for capital or physicians' fees. And, it
means that hospitals and physicians must be given the correct economic signals to
protect quality cf care for beneficiaries.

Across-the board freezes and uniform DRG adjustments that fall way below in-
creases in costs are not consistent with meeting this obligation to ensure quality.

We are fortunate to have with us today a distinguished set of witnesses to help us
explore both concerns about the effect of the current Medicare payment system on
quality and the adequacy of present information sources in answering that critical
question.

STATEMENT OF SENATOR JOHN H. CHAFEE

Mr. Chairman, ever since the prospective payment system was enacted three
years ago, I have received mixed reviews on its effects. Today's hearings are a criti-
cal step in the process of looking at the program and deciding what our next steps
should be.

One of the most compelling reasons we decided to develop PPS was our acute con-
cern about the rapidly increasing cost of health care and especially the continued
escalation in the cost of the Medicare Program. There is no doubt that the new
system has been effective in containing the cost of Medicare. However, our zeal in
containing costs must be balanced against our concern about maintaining the qual-
ity of health care for senior citizens.

The hearing today is a first step in assessing these problems. Some of the ques-
tions that must be explored include:

1. Are Medicare beneficiaries being discharged from the hospital too soon?
2. Is there adequate post-hospital planning for those patients needing home health

care services or more intensive services in skilled nursing facilities?
3. Has early discharge increased the financial burden to beneficiaries?
These are serious and troubling questions.
I have already cosponsored a variety of legislation which addresses some of these

problems. Most recently, I have joineJ with Senator Heinz and others in support of
"the Medical Quality Protection Act of 1986", S. 2331, which is designed to improve
the quality of hospital services under PPS and ensure greater access to post-hospital
services. Of particular importance is the requirement for hospitals to provide dis-
charge planning to ensure the continuity of patient care. This bill also addresses the
need for oversight of quality by strengthening the systematic surveillance of hospi-
tals and expands the scope of the present peer review organization to post-hospital
care in home health agencies and nursing homes.
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This legislation begins to address the problems we are here to explore today. How-

ever, this is only the first step in tackling the much bigger problems which will con-
front us in the future.

One of the most troubling of these is long-term care. I am convinced that the most
frightening concern of elderly individuals is that they will not have adequate finan-
cial support for health care services-especially long-term care-as they grow older.
Currently, we have no systematic coverage to help patients with the catastrophic
costs of long-term care-neither Medicare or private insurance provide financial as-
sistance for these needs. Patients must deplete all resources and become impover-
ished before qualifying for the only available long term care assistance-Medicaid.
We must devise alternatives to Medicaid, drawing on both private and public re-
sources, to help pay for long-term care and prevent the elderly from facing poverty
due to medical costs.

I hope that today's assessment of the PPS system will help us develop a response
to long-term care needs, as well as improve the quality of care.

STATEMENT OF SENATOR JOHN HEINZ

Mr. Chairman, I am pleased to have the opportunity to testify today on the
impact of Medicare's prospective payment system on quality of care. Assuring the
quality of care received by our nation's senior citizens surely must rank as one of
this Committee's highest priorities, and I commend you and Senator Packwood for
holding this hearing.

The Senate Special Committee on Aging, which I am honored to chair, has con-
ducted a lengthy and intensive investigation of quality of care under Medicare's pro-
spective payment system. Now three years into PPS, it is evident that problems
with quality-as well as access-are emerging, problems that demand our immedi-
ate attention and response.

I'd like to share with you just two examples from among the thousands of cases of
quality abuse uncovered during the Aging Committee's 16-month investigation. We
learned of an 85-year-old woman, discharged from a hospital after 12 days because
her "Medicare coverage was up." She was sent to a substandard nursing home
against her doctor's orders and against her family's wishes, where she died within
14 hours. Two days later, the family received a letter informing them of their rights
to appeal the discharge.

The second case involves a 75 year old woman who was in a car accident in which
her car was totalled. She was denied admission to the hospital and sent home with
instructions that she should wake herself every four hours to make sure she hadn't
suffered a concussion, even though she lived alone. The fact that these cases, and
other like them, happen under our federal health care system is simply unaccept-
able.

My concerns about problems developing under prospective payment led me to in-
troduce S. 2331, the Medicare Quality Protection Act, on April 17. Representative
Pete Stark, Chairman of the Ways and Means Subcommittee on Health, introduced
the indentical, companion bill (H.R. 4638) in the House. Broad, bipartisan support
for the legislation is reflected in the many cosponsors that it has attracted on both
sides of the Hill, including five other members of this Committee. S. 2331 is also
supported by a wide range of senior advocate and provider groups, including the
American Association of Retired Persons, the American Society of Internal Medi-
cine, the American Nurses Association, the National Council of Senior Citizens, and
the National Association of Home Care.

The purpose of the Medicare Quality Protection Act is to improve quality in hos-pital and post-hospital settings and ensure greater access to pos-hospital services.
The bill does not seek to dismantle PPS; nor does it impose a new layer of red tape
and burdensome regulation on providers. On the contrary, it darns holes and re-
pairs flaws in existing Medicare and-Medicaid laws, strengthening quality and
access to care while continuing to provide for effective Medicare cost containment.

In 1983, Congress acted to save a financially strappd Medicare program with the
Prospective Payment System. We had confidence that this new reimbursement
method could halt spiralling hospital cost and restore solvency. The good news is
that our confidence has been rewarded. Hospital costs in 1985 increased by only 6
percent-the lowest rate of increase in the past 20 years.

But Congress also recognized that PPS contained certain inherent incentives to
cut back on the level and quality of care provided patients. So Congress charged the
Peer Review Organizations with the responsibility of monitoring quality and sanc-
tioning providers who place high profits above good medical practice.
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The bad news is that within a year of implementation, many physicians and con-
sumers expressed concern that PPS did indeed pose a serious threat to quality of
care for Medicare beneficiaries, and might be eroding access to care for the sickest
and oldest beneficiaries.

These concerns, and evidence presented by the GAO, led the Senate Aging Com-
mittee to begin a lengthy and detailed investigation of quality and care problems
developing under PPS. Time does not permit me to describe the nature of this inves-
tigation or the evidence uncovered. Let me just state that the Committee found that
quality of care problems are widespread. Our most disturbing evidence showed that:

Hospitals are pressuring doctors to keep ill people out of the hospital and to dis-
charge others in an unstable condition;

Patients and their families often receive false and incomplete information regard-
ing their rights under the new payment system;

PROs have only a snapshot picture of quality and feel hamstrung by a "restric-
tive, underfunded, inflexible and narrowly-focused" review program; and

Too often, patients are discharged to an inappropriate setting for follow-up care.
Almost one-third of the nation's skilled nursng facilities are substandard, having

failed to meet at least one basic Federal standard to assure the health and safety of
nursing home residents. There has been a dramatic increase in the number of nurs-
ing homes cited for violating federal standards, signaling alarming quality of care
problems for many of our 2 million nursing home residents, and

HHS and HCFA have failed to collect the type of data necessary to assess the
extent to which PPS is having harmful effects on quality and access to care.

This last issue was most systematically revealed in a GAO study which I am
happy to be able to release today. I am pleased that its principal author, Eleanor
Chelimsky, has been invited to testify today, and I look forward to hearing what she
has to say about assessing quality of care.

Mr. Chairman, I believe that the Medicare Quality Protection Act provides a
major step forward in solving these serious quality of care problems. It makes
needed adjustments in Medicare's hospital prospective payment system and the peer
review process to improve quality of care in acute and post-acute facilities. It also
improves Medicare patients' access to needed post-hospital care, protects and ex-
pands patients' rights in hospitals, and improves coordination among these federal
agencies responsible for the health care cf our nation's elderly.

The quality abuses documented under the DRG system cannot be halted without a
comprehensive strategy for reform. We in the Congress have but one priority in this
effort: to restore public confidence in the system and assure quality health care. The
Medicare Quality Protection Act is designed with this priority in mind.

The Congressional Budget Office has estimated that our bill will cost a mere $200
million over the next three years. This is a small price to pay to ensure quality of
care, especially when we consider that, over that same time period we're likely to
spend more than $200 billion on the Medicare program as a whole. The prospective
payment system, which is a partial cause of quality problems, is saving the Medi-
care program between $3 billion and $4 billion every year. Thus, spending less than
$70 million a year is a worthwhile investment for protecting the quality of care
under that system.

A summary of the major findings of the Senate Special Committee on Aging and
the key provisions of the Medicare Quality Protection Act follow in the rest of my
written statement that I ask be included in the record. I also request that copies of
the staff reports from the three hearings the Senate Special Committee on Aging
held last fall on this issue be included in the hearing record.

Mr. Chairman, it is important that we keep in mind, as we discuss this legislation,
that while it takes us a good part of the way towards ensuring that patients contin-
ue to receive the very best health care possible under the Medicare program, much
more still needs to be done. Substantial problems in quality of care still exist in the
long term and post-hospital side of the health care system. As the second part of my
answer to ensuring quality of care for Medicare and Medicaid recipients, I will soon
introduce a bill that will propose solutions to the very serious quality of care prob-
lems that exist in those settings. I hope I can count on your support, and the sup-
port of the many distinguished colleague on both sides of the Hill who cosponsored
the Heinz-Stark Medicare 'Quality Protection Act, in ensuring that quality of care
exists in the full circle of federal health care programs.

I look forward to our continued efforts toward bringing the Medicare Quality Pro-
tection Act to passage and I thank you for convening this hearing.
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PROTECTING QUALITY IN ACUTE CARE SMFINGS

(1) Refining the DRGs: Under PPS, patients deemed "DRG losers" by doctors and
hospitals-patients with multiple serious conditions-are being prematurely dis.
charged, inappropriately transferred, or refused admission for care. The problem is
that DRGs reimburse based on average cost for a principle diagnosis, with no flexi-
bility in payment to account for so-called differences in "severity of illness" among
patients with the same diagnosis. Such an inequitable standard for payment encour-
ages treatment of the straightforward case and the younger patient over treatment
of the heavy care and older patient.

The Heinz-Stark bill requires HHS by January 1, 1988, to develop n PPS patient
classification system that reflets variations in severity of illness and case complexity
among patients within each diagnosis related group (DRG). HHS would also be re-
quired to consider possible changes in outlier policy as an alternative method of ac-
counting for variations in severity and complexity.

2. Inadequate Rights of Appeal: The Aging Committee's investigation revealed
that many patients who may wish to present evidence of substandard care or chal-
lenge a hospital discharge decision are unaware of their right of appeal, or are given
false or incomplete information regarding this right. ProPAC also identified this as
a problem in its 1986 Report to HHS and Congress.

At a hearing last fall of the Committee, one witness spoke of the anguish of
having to watch her 85-year-old mother be discharged to a substandard nursing
home against the doctor's orders and the family's wishes after a 12-day stay in the
hospital for two heart attacks and a stroke. Carol Mahla's mother died within a day
of being transferred. Two days later, the family received a letter informing them of
their rights to appeal the discharge.

Mrs. Mahla's story is not unique. Under pressure from the Senate Aging Commit-
tee and consumer organizations, HHS recently improved patient notification proce-
dures by requiring hospitals to provide notice of rights upon admission. But this
notice stops short of ensuring that patients will be informed of their rights in a way
that is clear and understandable. Current regulations, moreover, give hospitalized
patients 48 hours to appeal a discharge before they can be held legally liable for any
additional billings. Yet the PROs have three working days to respond to the appeal.
This leaves the beneficiary at financial risk of having to pay out-of-pocket for one or
more days of hospital care while awaiting a decision from the PRO.

The Medicare Quality Protection Act both improves patient notification and re-
duces the risk of accumulating out-of-pocket costs for hospital care while awaiting a
decision from the PRO. First, HCFA would be required to grant beneficiaries 3 cal-
endar days for appeal after receiving written notification of discharge before they
begin to incur liability for a continued stay. Second, PROs would be required to
decide appeals of continued stay denials within the same timeframe-3 calendar
dainally, n cases where the hospital serves a written notice of discharge but does

not express intent to bill for a continued stay, the patient will be granted this game
right to appeal. This extension of the appeal right plugs a loophole in the law which
often results in the hospital telling patients. to leave without informing them they
can appeal the discharge decision.

3. Prohibit Incentives or "Kickbacks" that Potentially Lead to Reduced Care: At
seven hospitals operated by the Paracelsus Health Care Corporation of Pasadena,
California, doctors receive bonuses if costs are kept within DRG range. Similar pro-
grams elsewhere in the country also provide a one-to-one compensation of the physi-
cian for discharging a patient early. By creating a direct monetary incentive to
reduce care, this new form of kickback threatens the well-being of Medicare pa-
tients. Current Medicare fraud and abuse law does not address this problem.

The Heinz-Stark bill specifically prohibits physician incentive plans that involve a
payment for meeting specific per-case length-of-stay or cost targets. Violators of this
provision would be subject to a civil monetary penalty. Additionally, the bill re-
quires HHS to develop legislative recommendations by July 1, 1987 to prohibit or
regulate other plans that have the effect of pressuring physicians to discharge pa-
tients prematurely or to reduce medically appropriate services.

4. Preserving Existing Quality Protections: The Aging Committee's investigation
revealed substantial shortcomings in the existing quality assurance standards under
both the Joint Commission for Accreditation of Hospitals and the Medicare Condi-
tions of Participation. Yet even these limited protections face dilution by HHS' pro-
posed revisions of the hospital "Conditions of participation "

This bill requires that within two years of its enactment, HHS must submit to
Congress a study concerning the adequacy of exisiting quality assurance standards
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for participating hospitals, including but not limited to consideration of the effect of
changes in reimbursement policy since 1982. This provision would send a strong
signal to HHS to hold off any regulations that might significantly weaken quality
assurance requirements, while the Department examines ways to improve these re-
quirements in the future.

II. IMPROVING ACCESS TO POST-HOSPITAL CARE

DRGs drive patients out of hospitals quicker and sicker. This finding is not dan-
gerous in and of itself, since days-of-stay often exceeded what was medically neces-
sary under the old system. But sicker and quicker can be hazardous when combined
with the fact that post-hospital services are strained by the burden of more patients
needing greater levels of care. For some Medicare beneficiaries, post-hospital care is
unavailable or substandard.

The fact that the stress on post-hos ital services is substantially increasing was
confirmed by the General Accounting ce and by dozens of post-hospital care pro.
riders interviewed by the Senate Aging Committee's staff. These witnesses testified
that more and sicker patients are being released into the community, often to the
care of families who are not prepared or able to adequately care for them. One 65.
year-old woman, a bilateral amputee with renal failure, with a colostomy, was sent
home to an apartment with not running water, to the care of an unreliable 19-year-
old grandchild. A 19-year-old woman hospitalized for a complete hip replacement,
unable to walk or feed herself, was sent home alone where she was found several
days later by a family member.

The Committee also learned that given the shorter length of stay and reduced
staff in many hospitals, patients often are too sick to respond positively to educa-
tional efforts and nurses are too shorthanded to spend the extra time needed to
train the patient or family for home care.

Shortages in home health and nursing home care are aggravated by widespread
illegal discrimination against Medicare and Medicaid eligible patients, witnesses
told the Committee. Nursing homes prefer the more profitable private-pay patients
and those for whom care is less costly.

HCFA has denied that demand for home health and skilled nursing care has sig-
nificantly increased under PPS. Nevertheless, the Aging Committee's investigation
confirmed with data from HCFA internal reports a nearly 40% increase in dis-
charges to skilled-nursing and home health care since October 1983.

Options for community services narrow further when quality becomes part of the
supply equation. HCFA cites more than 970 nursing homes as chronically substand-
ard. Mrs. Mahla's mother was forced into such a home, where she died after 14
hours. For too many it is a choice of no bed, or a substandard one.

Access to home health and skilled nursing care is also restricted through the ad-
ministration of the Medicare home health and SNF benefit. William Dombi, attor-
ney from Legal Assistance for Medicare Patients in Connecticut, testified at the
Committee's October, 1985 hearing that HCFA has "circumvented the law and su-
berted the intent of Congress .... through oral and written policy directives, all
designed to curtail home health and skilled nursing facility coverage." Mr. Dombi
went further to assert that "there are two Medicare programs, the one that is on
' he books under 42 USC Section 1395 (and the one based upon the] directives of the
Health Care Financing Administration." Other witnesses from the long-term care
provider community confirmed that "patients cannot be admitted for care because
of restrictive HCFA guidelines".

All of these factors contribute to reduced access to post-hospital care for Medicare
patients. While some of these problems existed prior to the implementation of PPS,
they clearly are magnified by the increased numbers of sicker patients being dis-
charged from our Nation's hospitals. The Medicare Quality Protection Act addresses
this problem in the following ways:

1. Require Discharge Plannings: Under current law, only hospitals that voluntari-
lV choose to have a Department of Social Work are required to meet Federal rules
(or discharge planning (and these rules bave been criticized as inadequate by health
care professionals). HCFA plans to do away with even these lax rules. Existing hos-
pital discharge planning programs-important mechanisms for assuring that pa-
tients are placed in appropriate community settings-are seriously overtaxed under
PPS, with the result that Medicare patients often receive inadequate post-hospital
care-.

Take the case of Mrs. S, a 71-year-old woman who was sent home after a six-day
hospitalization. She is legally blind, wears a pacemaker, is a diabetic, and has had a
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stroke and kidney failure. A home health nurse was not called by the discharge
planner for four days. When the nurse arrived, she found the patient alone, with no
food, taking the wrong medication dosage. This kind of tragedy should not happen.

The Medicare Quality Protection Act would make discharge planning a condition
of participation for hospitals in the Medicare program, and for those hospitals
deemed "certified" as a result of JCAH accreditation. Hospitals would also be re-
quired to have an effective discharge planning process. The bill spells out proce-
dures to be followed when discharging a patient that were recommended by the
American Association for Continuity of Cam. Upon request of the patient, the at-
tending physician, or someone acting on the patient's behalf, the hospital would be
required to provide an initial discharge planning evaluation. Implementation of a
final discharge plan would require approval of the attending physician.

2. Require IIHS to study the need for AdministrativelygNecessary Days: Many
communities have a severe shortage of skilled nursing beds. Hospital patients in
need of skilled nursing care in such a community are placed in a life threatening
state of limbo. The hospital that keeps the patient ends up either absorbing the cost
for the patient's sub-acute days of stay (Medicare covers only acute days of hospital
care) or attempting to recover the loss from the patient. Alternatively, the hospital
will send the patient home, with or without the necessary medical and social sup.
port services. Too often the latter scenario prevails. And as Medicare continues to
ratchet down DRCI payments to hospitals, making losses on sub-acute patients even
less attractive, the number of elderly being discharged to inappropriate settings will
rise.

Prior to PPS, Medicare paid for sub-acute care at a reduced rate until the patient
could be transferred to a skilled nursing facility. These were referred to as pay.
ments for "administratively necessary days. Given the circumstances outlined
above, it may be necessary to reinstate these payments. Under the Heinz-Stark bill,
HHS is required to conduct a study to determine whether a separate payment
should again be made to a hospital for "administratively necessary days," or days o
care provided for skilled nursing patients who cannot be promptly discharged to
skilled nursing care. The Secretary is required to report back to Congress not later
than January 1, 1988.

3. Eliminate Unpredictable Retrospective Denials of Payment for PostpHospital
Care: Currently, there is a great deal of ambiguity and uncertainty about what Med-
icare covers for home health or skilled nursing care. This uncertainty is the result
of unclear guidelines and vague definitions by HCFA and wide variations in deci-
sions by the fiscal intermediaries (FIs) regarding payment for services needed.

Since the F! makes the coverage decision after services have begun, providers can
be left without payment for care already delivered. If a potential patient's coverage
under Medicare is in doubt, the facility may decide against providing that patient
with services.

The Medicare waiver of liability was designed to give limited financial protection
to health care providers who accept patients they have good reason to believe are
eligible for coverage, but whose claims are denied after care has begun.

Obviously, elimination of this waiver might discourage health care providers from
participating in the Medicare home health and skilled nursing program. But just
last year, HCFA proposed that Conre do just that. Strong opposition by Members
of Congress, providers, and beneficiaries resulted in Senate language in the Recon-
ciliation Bill to extend the waivers. These provisions were agreed to by both Houses
in conference on the Consolidated Omnibus Budget Reconciliation Act, and are now
part of P.L. 99-272.

The Medicare Quality Protection Act would make permanent the waiver of liabil-
ity for SNFs and HHAs. In addition, the waiver of liability would be extended to
include denials made because it was determined that the patient failed to meet the
homebound or intermittency requirements for home health coverage under Medi-
care. The bill also provides for an expedited "retrospective review process, ensure
that the waiver will continue until the review determination is made by the fiscal
intermediary. Finally, the bill enables providers to appeal denials of home health
and SNF coverage on behalf of beneficiaries.

4. HHS to develop a Uniform Needs Assessment Instrument: Currently, there is
no basis for judging how effectively health care services meet the needs of long term
care patients or of ensuring that long term care patients are.m ven the a propriate
types or levels of care. A needs assessment tool can help providers to: (1) bjectively
and consistently evaluate the health care needs of long term care patients and (2)
match those needs with appropriate available long term care services. In this way,
we can ensure that long term care patients have access to needed health care serv-
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ices and that the long term care system can be wisely developed based on actual
patient needs.

The Medicare Quality Protection Act requires HHS to develop, within one year of
enactment, a uniform needs assessment instrument that evaluates: (1) the function-
al capacity of an individual; (2) the nursing and other care requirements of the indi-
vidual to meet health care needs and to assist with functional incapacities; and (3)
the social and familiar resources available to the individual to meet those require-
ments. This instrument shall be developed for the use of discharge planners, hospi.
tal and post-hospital providers, and fiscal intermediaries in evaluating an individ-
ual's need for post-hospital extended care, home health, and other long-term care
services.

Ill. IMPROViNG PRO QUALITY ASSURANCe

HCFA has focused the PROs on a very narrow and incomplete set of quality
issues; therefore HCFA's assessment of quality of care is grossly deficient When the
Aging Committee began its investigation in February, 1985, the quality assurance
activities of the PROs were extremely limited. Hampered by HCFA's inconsistent
and often unreasonable instructions, the PRO were only identifying the tip of the
iceberg of quality problems developing under P1'S. 1 am pleased to report that
progress has been made in improving the ability of the PROs to monitor quality of
care, and to exclude unfit providers and hospitals from delivering care to Medicare
beneficiaries. But there are miles to go before the PROs are able to fully and effec-
tively carry out their mandate as the watchdogs of quality under the Medicare pro-
gram.

Under the new round of PRO contracts, now being negotiated with HCFA, the
PROS' scope of review for premature discharges will be limited to those cases where
the patient is readmitted to a hospital within fifteen days, and to those instances of
possible substandard care that can be detected from using generic quality screens.
This means that cases of readmission after fifteen days or to hospitals outside the
PRO area, deaths after premature or inappropriate discharge, denials of admission,
inappropriate placement out of the hospital and lack of adequate care in the com-
munity will still not be reviewed by a PRO.

Thomas Dehn, M.D., President of the American Medical Peer Review Association,
testified to the Aging Committee that HCFA primarily wants data from the PROS
on utilization of stay-i.e., number of admissions, costs per admission etc.-and is
less concerned with quality review. AMPRA's repQrt, "PROs: The Future Agenda",
dated September 1985 and prepared by their Task Force on PRO Implementation,
states that "The present quality assurance system required under PRO contracts is
limited, restrictive, and lacks the innovation needed at a time when the incentives
of PPS raise the potential for compromised care. The imposition of quality objectives
presupposes baseline data that can validate the existence of quality problems. Given
the advent of prospective payment, no such data is available across a wide spectrum
of in-patient care to the elderly. Only now are quality care concerns surfacing."

The PRO would thus like to broaden their quality review activities, and to
review on a sample basis, quality problems beyond the hospital door. 7hey can only
do this, however, if they are given adequate funding and consistent guidelines from
HCFA. In reviewing PRO performance, HCFA should give at least equal weight to
quality assurance activities as is given to utilization review. In addition, HCFA
must establish workable data transfers from the hospital to the PROs that will fa-
cilitate timely and efficient quality review.

The Aging Committee also heard from Medicare beneficiaries that PROs often are
slow or completely fail to respond to their complaints about quality problems. Nor is
there a mechanism to provide for beneficiary participation in decisions affecting
PRO activity.

The Medicare Quality Protection Act takes a number of steps to address these
problems:

1. Expand PRO Review of Quality of Care: Under the Heinz-Stark bill, PROs will
be required to review selected samples of readmissions to hospitals within 30 days.
They will also be required to review quality of care in selected home health, nurs-
ing, board and care homes, and outpatient hospital settings where they have identi-fied potential quality problems. Finally, the bill requires hospitals to submit month-
ly data to enable PROs to perform reviews on a timely basis.

2. Allocate PRO Funds to Ensure Increased Quality Care Review The Medicare
Quality Protection Act requires that each PRO provide that a reasonable proportion
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of its activities are involved with reviewing the quality of services provided in cases
and settings for which potential problems of quality have been identified.

3. Improve PRO Accountability to Medicare Beneficiaries: The Heinz-Stark bill
would require each PRO to appoint a consumer representative to its board. In addi-
tion, PROs would be required to investigate all written complaints about quality of
care filed by a beneficiary (or a person acting on behalf of a beneficiary). HHS
would develop appropriate procedures for investigating and responding to these
complaints. These procedures would provide protection of the confidentiality of the
complainant and provide that the PRO 's report their findings to the complainant.

IV. IMPROVING DATA ON QUALITY OF CARS UNDER PPS

According to the GAO, HHS lacks any statistically valid basis to confirm or deny
the effect of DRGs on the quality of health care older Americans need or receive
upon discharge from the hospital. According to GAO testimony, HHS does not have
the necessary data to evaluate whether PPS has either increased or decreased the
quality, access, demand, use or cost of post-hospital care for Medicare beneficiaries.
Furthermore, HHS is not planning to do the types of evaluations that are necessary
to determine whether PPS is the cause of changes in these five areas.

1. HHS to Develop a Long-term Quality Assurance and Review Strategy: The
Heinz-Stark bill requires HHS to provide for a study to serve as the basis for estab-
lishing a strategy for reviewing and assuring the quality of care under Medicare. In
developing this study, HHS shall consult with Consumer groups, PROs, the Joint
Commmsion on Accreditation of Hospitals, professional societies and private pur-
chasers of health care with experience and expertise in monitoring the quality of
care.

2. Extend HHS reporting requirements on quality in post-hospital settings: HHS
is currently required to report on an annual basis on the impact of PPS. For these
reports to be useful, they need to cover PPS effects on both hospital and post-hospi-
tal care. Under the Quality Assurance Act, HHS would be required to provide three
annual impact reports providing: (1) An evaluation of quality assessment and assur-
ance in the "continuum of care;" (2) an assessment of access problems of special
beneficiary populations; and (3) data on Part A and Part B beneficiary appeals.

3. Sharing of Confidential Information Regarding Quality of Care: There is a
woeful lack of information exchanged about problem health care facilities. Thus,
hospital discharge planners are sometimes unaware that they are sending a patient
to a substandard nursing home. Under the Medicare Quality Protection Act, in-
stances of gross and flagrant patient neglect as well as patterns of poor quality care,
could be shared with selected federaly-funded quality assurance officials, provided
that adequate assurance of confidentiality can be provided.

SENATOR GEORGE J. MITCHELL

Mr. Chairman, I appreciate your scheduling this hearing to examine the quality
of care under Medicare's Prospective Payment System.

Since the implementation of the Prospective Payment System in 1983, we have
witnessed significant changes in the way Medicare reimburses hospitals. PPS
brought with it many incentives for hospitals to maintain the quality of care for
elderly patients while working to reduce the costs of the program.

In an effort to assure that PPS did not compromise quality of care of patients,
safeguards were built into the system. The most significant of these saIeguards is
the Peer Review process. Congress intended for the PRO to serve as the check on
quality of care for elderly beneficiaries under PPS.

Does the PRO really serve as a check on the quality of care for the elderly under
the Medicare Program.? There is much evidence that it has become primarily a cost
containment measure, whose goal is not to protect the patient, but exclusively to
reduce the cost of the Medicare program.

Congress must work to assure that the PRO does what we intended for it to do. If
beneficiaries are in fact being discharged "quicker and sicker" should we not look to
the PRO as malfunctioning? Before we act to reform existing law, we must work to
assure that those programs designed to assure quality are being implemented as
Congress intended.

As a Senator from a rural State with long, cold winters, I am particularly con-
cerned about access to care and quality of care for those who live in rural areas. We
must pay close attention to those in our states with the additional burden of dis-
tance and climate and consider reforms to PPS that would allow for those factors in
making admission and discharge determinations. I regret that I must leave to
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attend another hearing but I look forward to reviewing the testimony to be present-
ed at the hearing this morning.

As you know from our private discussion, Dr. Roper, I am deeply concerned about
the PRO process nationally and in the State of Maine, where the PRO is from an-
other state and has caused widespread dissatisfaction in our medical community.
You, Dr., are from Alabama. How would the doctors in Alabama feel if they were
reviewed by an organization from outside their own state?

I know we can work together to eliminate the shortcomings in the PPS system,
keeping in mind the original purpose of the Medicare Program-to provide quality
medical care to all of the nation's elderly.

BiLL BRADLEY STATEMENT

I am pleased that the Committee. is holding a hearing on quality of care to exam.
ine the ability of Medicare patients who are discharged from the hospital to secure
appropriate post-hospital care and the impact of Medicare's DR( system on the
quality of care in the hospital, including whether patients are being released before
their need for hospital care has been met.

The DRG system provides an incentive for hospitals to reduce the length of a hos-
pital stay to that period of time where acute care is absolutely required. This means
that some people leave the hospital "sicker and quicker." And as Gramm-Rudman
squeezes down on in-hospital reimbursement rates, it is natural to assume that hos-
pitals will be under increasing pressure to reduce hospital costs, thereby discharging
patients earlier and earlier.

Recently I introduced the Medicare Home Care Improvement Act, cosponsored by
Senators Heinz and Glenn, which includes the following provisions:

First, the bill mandates discharge planning. Currently, many elderly beneficiaries
are being discharged from hospitals without adequate planning for their home care
needs. My bill requires all hospitals to develop a discharge plan for their patients
that evaluates the patients' likely need for appropriate home care services and the
availability of those services. In addition, all health care facilities would be required
to develop a discharge plan for all in-hospital patients as well as patients scheduled
for ambulatory, or out-patient, surgery.

Second, the bill stops HCFA from circumventing the regulatory process. Over the
past few months, HCFA has unilaterally promulgated major policy changes through
written and verbal directives and manuals, rather than through the regulatory
process. This gives the public little or no opportunity to comment on changes in
policy. My legislation ends that practice and requires HCFA to comply with the Fed-
eral Administrative Procedures Act. This would ensure that policy changes are only
instituted through the normal regulatory process, which will permit a thorough
review of changes in policy by Congress and the general public.

Third, the bill stops HCFA from arbitrarily restricting reimbursement for various
home care services. HCFA recently established a new policy that limits reimburse-
ment levels for each type of home care service, including skilled nursing services,
physical therapy and social work services. These policies severely restrict the capac-
ity of home care agencies to provide a full range of services to meet the need for
services in their particular communities. My bill prohibits HCFA from establishing
separate cost limits and allows home care agencies to continue to combine costs in
order to better meet the needs in their community. In addition, the bill requires
HCFA to take into account all legitmate costs when it establishes reimbursement
for home care services.

This hearing represents a good opportunity for us to assess whether the elderly
are receiving quality services-both in the hospital and after their discharge to
their homes. It is my hope and anticipation that this Committee will adopt legisls-
tion to ensure that quality be high.
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I, BACKGROUND

As authorized by P.L. 98-21, the Social Security

Amendments of 1983, Medicare implemented a prospective

payment system (PPS) for inpatient hospital services on

October 1# 1983. The intent of the new PPS system was

to constrain the growth of inpatient hospital costs.

However, the law also requires that the prospective

payment rates reflect costa "necessary for the efficient

and effective delivery of medically appropriate and

necessary care of high quality."

The prospective payment system radically changes the

method by which Medicare pays hospitals. It also

reverses the economic incentives to hospitals. Under

the previous cost-based system, Medicare retrospectively

paid hospitals for the costs they incurred in providing

services to Medicare patients. Under PPS, Medicare pays

hospitals a fixed rate determined in advance for each

Medicare patient according to the the cost of resources

used by an average Medicare patient with the same

diagnosis. Separate rates are calculated for urban or

rural hospital locations, and the rates are adjusted for

several hospital characteristics such as the area wage

rate and the hospital's teaching status. Although the

payment rates are based on average utilization and cost

data, the payment system does not place any limits on

I of 47
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the amount of care the Medicare beneficiary receives

from the hospital. As under the old payment system,

Medicare beneficiaries are entitled to medically

necessary hospital services. Regulations require

hospitals to discharge Medicare patients only when they

are medically stable.

To encourage hospital efficiency, PPS allows the

hospital to keep the difference between the Medicare

payment rate and actual patient costs as a profit.

However, the hospital must absorb the loss if its costs

are higher than the payment rate. PPS assumes that the

financial risk to the hospital is minimal for four

reasons. First, the PPS system assumes that under the

old payment system a certain amount of hospital care was

unnecessary and/or inefficient. Since PPS rates were

initially based on pre-PPS behavior which encouraged

hospitals to spend more to be paid more, it is assumed

that hospitals could benefit by becoming more efficient.

Second, the PPS system assumes that on average a

hospital is able to recover losses on any expensive

cases with savings on cases that use fewer resources.

Third, PPS recognizes that some patients may have

complications that require either longer or more

expensive treatment than the average. Thus, the system

includes an exceptions policy to permit extra payment

for these cases, known as 'outliers". Finally, PPS

2 of 47
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includes a transition period to permit hospitals to

adjust their practice patterns to payment rates which

will ultimately be based on national averages.

PPS introduces many incentives for hospitals to

increase quality of care. It provides incentives to

reduce length of stay and unnecessary services, thus

reducing patient exposure to the risk of complications,

hospital accidents, and infections. It offers

incentives for hospitals to specialize, thus reducing

the risk of adverse outcomes. Physicians are required

by hospitals to more carefully assess whether tests or

procedures are necessary for patient recovery and to

manage a patient's treatment throughout the hospital

stay. Placement of patients in an appropriate level of

care is encouraged.

While PPS provides a positive incentive for a

hospital to be more cost-conscious and to increase

quality, it also introduces a potential incentive for

hospitals to look for ways to increase revenues or

reduce the costs per case. For example, a hospital could

increase its revenue by: admitting patients who do not

require hospital care; discharging patients early;

failing to provide medically necessary services;

discharging and then readmitting patients for treatment

of secondary conditions; and transferring or refusing to

3 of 47
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admit patients who have complications. Further, a

hospital could shift the patient, or certain services

required by the patient, to outside settings such as the

hospital outpatient department, home health agency# or

skilled nursing facility. In these latter three

circumstances, the outpatient care is not deducted from

the hospital's prospective payment rate, but it is

separately billed to Medicare.

Congress recognized that the incentive for a

hospital to increase its revenues or reduce its costs

had the potential to compromise the quality of care

provided to Medicare patients. Thus, three safeguards

were built into the system. First, physicians are

expected to assure that adequate and appropriate care is

provided to their patients. Second, the Secretary of

the Deparment of Health and Human Services (HHS) was

directed to evaluate the impact of the new payment

system and to submit a number of reports to Congress.

Finally, each PPS hospital is required to have a

contract with a Peer Review Organization (PRO) to

Provide an independent assessment of payment and quality

under PPS. If the PRO finds that inappropriate or

substandard care is delivered, the Medicare payment

could be denied or the hospital could lose its Medicare

approval.

4 of 47
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There is substantial evidence that hospitals had a

strong and early response to the cost efficiency

incentives in the new payment system. During the first

year, length of itay for Medicare beneficiaries fell by

9 percent. In early 1985, the decline in average length

of stay continued, but recent data reported by the

American Hospital Association indicate that the downward

trend has leveled off with a sinall increase reported

during the fourth quarter. (1) Medicare admissions

declined 4 percent, the first decline since the program

was initiated. Hospitals reduced expenses through

laying off staff, eliminating beds, and negotiating

lower prices with suppliers. Unnecessary use of

expensive inpatient services also was curbed. For

example, a study by the General Accounting Office (GhO)

found that use of intensive care units by Medicare

patients was lower in 1984. GAO concluded that this

response was attributable to the prospective payment

system's incentives. (2) The Commission on Professional

and Hospital Activities found that the use of cardiac

care units also declined during the first year of PPS.

(3) PPS also encouraged hospitals to limit the

inpatient stay to those services necessary to stabilize

the patient's condition. Patients who need recuperative

care or care requiring less intensive medical

supervision are now discharged to skilled nursing

facilities (SNFs) or home settings. Extra hospital days
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for the convenience of the patient or their family,

which may have been paid for under the former cost-based

payment system, are no longer considered part of the

inpatient hospital stay. Further, many hospitals no

longer permit the patient to remain in the hospital

until a suitable skilled nursing facility bed is

available. Under the cost-based payment system, these

"administratively necessary days" were paid by Medicare;

under PPS these days are included in the payment rates.

many hospitals acquired ambulatory care facilities and

home health agencies to accommodate this new demand for

post-discharge services.

The Health Ca!e Financing Administration (HCFA)

concludes that the role of the hospital in the health

delivery system appears to be changing as hospitals are

used less rA i-e in the position of competing for

patients with other acute settings such as non-hospital

ambulatory surgical centers. Increasingly, hospitals no

longer are viewed as the primary site of treatment but

rather are viewed as part of a continuum of care. (4

These hospital behavioral changes have resulted in

changes in the patterns of care for Medicare

beneficiaries by shortening their stays in the hospital

and shifting care to nursing homes and home settings.

However, there is little evidence to assess how these
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delivery system changes have impacted the quality of

patient care, Some of the questions on the effects of

PPS on Medicare patients that currently are being asked

are whether patients are being admitted or readmitted to

a hospital appropriately whether access to necessary

medical care has changed; whether tests and procedures

are adequate. whether discharges are premature; whether

appropriate post-hospital services are available; and

whether PPS effects are distributed uniformly across

payment categories, patients and geographic areas.

This paper reviews the evidence to date.

II. WH7 IS OUALITY CkRE?

There is no universally accepted definition of, nor

is there a standard way to measure, whether health care

services are of high or low quality. There are various

ways to consider quality. Patients generally assess

quality in terms of whether care is accessible,

affordable, or meets their expectations. Physicians

generally use a set of practice patterns against which

quality is measured on a local basis. Researchers have

noted that these practice patterns vary significantly

across the country. For example, studies by Dr. John

Wenrberq of demographically similar areas show

significant variation in utilization of elective
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procedures. (5 Utilization by Medicare patients of

medical and surgical services and costs of treatment

also varies across the country. Before PPS, average

Medicare admissions per 1,000 enrollees ranged from 349

to 477. and average Medicare length of stay ranged from

8.1 to 12.7 days. The cost of treatment for heart

failure ranged from $1#500 at one hospital to S9,O00 at

another hospital. The overall implications of these

utilization and cost differences on quality of care have

never been clearly understood: however, studies have not

revealed any differences in outcome measures such as

mortality or health status of patients. Further, it is

not clear whether higher or lower rates imply

inappropriate use. (6)

Health professionals have defined measures of

quality in three categories -- "structure". "process",

and "outcome". (7) "Structure" refers to such factors

as adequaty of physical facilities and staff

qualifications. Criteria to measure these factors are

set by professional associations or p '1ic entities

through regulation. Fire safety codes are an example of

state regulations. "Process" reflects activities

related to patient treatment, such as medical procedures

and nursing care. "Process" is usually measured through

comparisons to professional norms of practice, for

example, the practice of sending a patient to the
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hospital for the treatment of a specific condition or

the average length of stay for a certain condition.

Utilizaton review is a common approach for evaluating

patient care based on "process" measures. "Outcome"

refers to the change in a patient's health status. A

wide array of scales and indices have been developed to

measure health outcomes, such as, death rates or levels

of patient functioning. While patient outcomes are the

most important aspect of quality of health care, it is

easier and less expensive to measure the "structure" and

"process" of hospital care. To date, a mechanism has

not been developed which links "structural" and

"process" measures to "outcome" measures. Further,

review of these three measures of quality usually is

focused on the individual provider, such as the

hospital, and -nay not consider the total episode of

patient care which may involve hospital care, physician

services, and post-hospital services such as home health

care. Thus, the state of the art in quality review is

often a "snapshot" of care at a point in time.

The original Medicare legislation included two types

of review to assess the quality of hospital services,

"structural" review to assess such factors as the

hospital's facility, and utilization review (a

"process"- oriented review) to assure that Medicare.

payments were made only for 'necessary" services.
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"Structural" review is accomplished through Medicare's

requirements that hospitals be accredited by-the Joint

Commission on Accreditation of Hospitals (or other

similar process) and that review assure that hospitals

meet Medicare's "condition of participation'

requirements, for example that the hospital meet State

licensing requirements. Utilization review is

accomplished by peer review of the appropriateness of

hospital and physician decisions according to local

community standards.

In 1972, Congress created Professional Standard

Review Organizations (PSROs)# groups of private

physicians established to provide an independent

assessment of Medicare services. PSROs were intended to

review:

a) whether Medicare services were medically

necessary,

(b) whether admissions and lengths of stay were

appropriate,

(c) whether quality met professionally recognized

standards of care, and

(d) whether services should be delivered in an

inpatient or less expensive outpatient setting.
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To correct the difficulty in measuring PSRO's

performance and strengthen review of the costs of

Medicare services, in 1982 Congress replaced the

existing PSROs with a new program of independent peer

review known as Peer Review Organizations (PROs). The

new PRO legislation emphasized greater accountability by

requiring PROs to have performance-based contracts with

specific, measurable objectives. With the passage of the

prospective payment system in 1983, the role of the PROs

was expanded to include review of changed hospital

behavior under PPS including a new emphasis on review of

underservice. PROs were required to have agreements

with PPS hospitals to review appropriateness of care by

November, 1984, almost a year after the new PPS system

was begun. Between October '983 and the effective date

of the new PRO aqreements, fiscal intermediaries and

PSROs were responsible for reviewing quality of care

issues.

The specific tasks performed by PROs are defined in

contracts. The first contract covered the 1984-6

period. These contracts emphasized detection of

inappropriate utilization and payments under the new PPS

system. For example, contract goals included reducing

unnecessary admissions, assuring that payment rates

matched the diagnostic and procedural information

contained in patient records, and reviewing patients
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transferred or readmitted within 7 days of discharge to

determine whether readmission was for the same condition

as the first hospital visit. In addition, each PRO

contact included a minimum of 5 locally determined

quality objectives. The quality goals included: reduce

unnecessary readmissions because of substandard care

during the prior admission; assure provision of medical

services that if not performed have a signficant

potential for causing serious patient complications;

reduce unnecessary surgery or other invasive procedures;

reduce the risk of mortality; and reduce avoidable

postoperative or other complications. PROs also were

required to develop and analyze hospital, physician, and

medicare patient data to identify instances and patterns

of poor quality.

When a PRO identifies a problem with a hospital or

physician, it can take several courses of action. It

may attempt to solve the issue through:

(a) education and consultation,

(b) intensified review,

(c) recommendations for payment denial, or

(d) if there is a substantial violation in a

substantial number of cases, recommending that
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HCFA impose a sanction such as terminating a

hospital or physician from the program.

The recently enacted reconciliation legislation,

P.L. 99-272, included a provision that clarified

legislative authority to permit PROs to deny payment for

individual cases that they determine received treatment

that was of substandard quality. Before this

legislation, PROs could deny payment only where they

determined that the care was not reasonable and

necessary or it was not provided in the appropriate

setting.

During the first contract period. PROs were funded

to review care only in the inpatient setting, not the

outpatient setting.

III. QUALITY OF CARE DURING THE FIRST TWO YEARS OF PPS

Prior to PPS, quality of care provided to Medicare

beneficiaries was generally considered to be good. If

there was a question about the need for an extra day of

care or an extra test, it was generally provided because

Medicare would pay for it. However, before PPS, there

was little systematic evaluation of quality of care

provided during the hospital stay Pnd no evaluation of

access to appropriate post-hospital care. Most of the
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quality reviews focused on whether services were

necessary and whether individual facilities met

specified requirements. In addition, physicians and

providers maintained considerable discretion in

determining locally what was appropriate, necessary, and

met professional standards.

A number of studies have been undertaken to assess

the impact of PPS on the quality of care provided to

Medicare beneficiaries. Some of the studies suggest

that there were problems with the transition to the new

PPS system, or identify anecdotal cases where the

changed patterns of hospital care had a negative impact

on patient health or access to necessary and/or

appropriate services. Other studies find that the new

PPS system has not resulted in a decline in the health

status of Medicare beneficiaries and suggest that on the

whole, care may be of a higher quality since patients

are being served at a more appropriate level. However,

most of the studies acknowledge that hospital response

to the PPS system was faster than anticipated and that

data to measure the impact either have not been

available or have not been collected in a way to permit

an assessment of the quality and access effects after

two years of PPS operation. The quality review included

in the first PRO contracts generally is considered to be
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insufficient to assess the effects of PPS either in the

inpatient hospital setting, or after patient discharge.

A summary of the findings of the major studies

follows. It should be noted that studies which indicate

that there are no serious quality problems under PPS

caution that longer term studies are necessary to

determine whether quality may decline in the future,

particularly if cost containment pressures increase.

A. PRO Review

During the period October 1983, to May 1985,

PROs reviewed approximately 2.1 million hospital

admissions. The PROs targeted 345,700 cases for

review because there were readmissions within seven

days of a hospital discharge or the patient was

transferred to another hospital or PPS-exempt unit

(e.g. a rehabilitation unit). Of those, 4,724 cases

(1.4 percent of the PRO targeted cases) were

reported to HCFA for possible corrective action. (8)

The PRO review did not include cases where the

discharge, although possibly premature, did not

result in a readmission; the readmission occurred

after 7 days; or the readmission was at another

hospital.
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As of May '985, PROS have referred 26 cases to

the Inspector General (I.G.) for possible sanctions.

Ten of these cases have been reviewed by the I.G.

Nine sanctions were recommended including exclusion

of one hospital for 3 years: exclusion of six

physicians; and assessment of money penalties

against two physicians. one hospital case was

rejected. All sanction actions have been appealed.

B. General Accounting Office

In July 1984, GAO conducted an audit in six

communities and found that some patients were being

discharged from hospitals after shorter lengths of

stay and in a poorer state of health than they were

prior to the new payment system. (9) Home health

representatives at several of the review sites

reported that Medicare patients required more visits

per week, more visits per case, and more need for

specialized services (such as I.V. therapy and

catheters) than before PPS. Interviews with nursing

home and home health providers expressed concern

that Medicare was not making appropriate adjustments

to coverage rules or reimbursement amounts to

respond to the perceived changes in the needs of

patients. -AO concluded that the potential for the

problems found in the six study communities to
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become serious could vary considerably because of

differences in regional and local conditions. The

GAO recommended that HHS conduct studies to assess

problems in access to and quality of post-hospital

care services supported by Medicare.

C. Physician Surveys

In December 1985t the American Medical

Association reported the results of a survey

conducted as part of their DRG Monitoring Project.

(10) Sixty-six percent of the 389 responding

physicians said that quality of patient care had

deteriorated as a result of PPS. Their reasons

included pressure from hospital administrators to

discharge patients for a primary condition and

readmit them for a second condition; pressure to

discharge patients prematurely (that is, while they

still need acute care services available in a

hospital); and pressure to reduce the number of

tests and procedures ordered.

In September, 1985 the American Society of

Internal Medicine reported the findings of a survey

of 246 physician members. (11) Respondents reported

pressure from hospital administrators to discharge

patients prematurely, in particular, patients with
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health conditions requiring high resource use such

as Alzheimer's patients and pressure to discharge

patients without concern for appropriate follow-up

care. The study recommended that adjustments be

made in the prospective payment rates to better

reflect variations in the costs of caring for

certain patients, such as stroke or leukemia cases.

A more comprehensive survey of 4,000 physicians

conducted by Health Economics Research, Inc., and

the National Opinion Research Center reported

similar impressions that quality had deteriorated as

a result of PPS. (12)

None of these surveys documented how shorter

lengths of stay or fewer procedures affected patient

health outcomes.

D. Senate Aging Committee

Investigations conducted in 1985 for the Senate

Aging Committee found a small number of cases where

the new cost-cutting behavior of hospitals and

physicians had a negative impact on patient health.

The nine case studies presented at Congressional

hearings were examples of patients who were

prematurely discharged when they were severely Ill,
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resulting in readmission to the hospital, delayed

recovery, and, in one case, death. These cases also

suggested that hospitals and physicians failed to

assure that an adequate hospital discharge plan was

developed that would include proper instructions for

follow-up care. Information also was provided that

Medicare beneficiaries often had extra out-of-pocket

costs due to reduced hospital care and that post-

hospital services were not always available. The

Aging Committee found that beneficiaries were

misinformed because they believed that the PPS

legislation had established a limit on the number of

days of hospital care that were allowed and patients

received no information on how to appeal the

hospital's decision to discharge. The Senate Aging

Committee investigation determined that all of these

quality issues were outside the purview of the PRO

review as defined in the first contract

requirements. (13)

E. HHS Inspector General

In March, 1986 the Inspector General (IG) of

HHS reported findings from a more comprehensive

review of the two most common problems identified

earlier -- premature discharges and inappropriate

transfers. (14) The IG steady reviewed 3,549 cases
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which represented all of the problem cases where

records could be found reported to HCFA by PRO* or

other sources during the period October 1983, to may

1985. Of the 3,549 cases, discharge was premature

in 2,907 cases, transfers were inappropriate in 491

cases, and other problems existed in 151 cases.

Sixty percent, or 2,146 of the reviewed cases,

actually suggested poor quality while the remaining

forty percent were prematurely discharged or

inappropriately transferred for reasons that did not

involve poor quality, such as, completion of a

diagnostic workup prior to surgery. The IG found

that quality problems ranged from very minor to

gross and flagrant, with most of the problems

occurring in cases with premature discharges (2,050

cases). Quality problems included cases that were

not appropriately treated (e.g. infections, failure

to perform routine tests): cases where the patient

was treated appropriately but released too early in

the course of treatment; cases that were discharged

in a medically-unstable condition; and cases where

the patient was unable to manage post-acute care at

home and had to be readmitted to the hospital.

Of the 2,146 cases where quality problems were

found, PROs referred 927 cases to HCFA for

corrective action and the remaining cases were
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handled by the PRO through education or intensified

review. The actual penalties applie4-to the abuses

ranged from none to fiscal penalties. The IG report

concluded that many PROs have not effectively used

the authorities or processes available to address

poor quality of care associated with premature

discharges and inappropriate transfers. The study

also found problems with PRO contract requirements,

with PRO data collection efforts, and with

inadequate HCFA instructions. The IG recommended

that HCFA and PROs aggressively address these

problems.

F. RAND

A study conducted by Rand identified a number

of weaknesses in the scope of work for PRO review of

quality of care during the first two years of PPS.

(15) The focus of PROs on inpatient care meant that

problems with care that occurred after discharge

were not reviewed. The review of care in the

hospital itself emphasized only major problems such

as death or serious complications and focused on

utilization and payment review rather than quality

concerns such as patient outcomes. PRO review did

not consider the appropriateness of the discharge

plan, such as whether appropriate supportive
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services were available, and did not include any

provisions for beneficiary or provider education.

The reporting burden hampered the ability of PROs to

consider quality problems.

Rand recommended that the quality objectives in

the 1984-6 PRO contracts be broadened to include

generic screens standardd measures against which

quality problems can be identified such as evidence

of nosocomial infection) and that quality review be

given greater weight. Rand also recommended that

quality review be extended beyond the hospital

setting to focus on the entire episode of care and

that more flexibility be given to PROs to address

quality problems in local areas.

G. The ProsRective Payment Assessment Commission

ProPAC is an independent commission established

by Congress to analyze and recommend changes in the

prospective payment system. ProPAC believes that

the current PPS payment.levels are adequate for the

provision of quality inpatient care# but will

continue to monitor access and quality because the

incentives in PPS may lead hospitals in the future

to compromise quality. The second annual ProPAC

report concluded that negative perceptions of the

22 of 47



38

quality of care under PPS are widely held and that

some of these perceptions do not reflect the actual

quality of care received, but rather the

misinformation communicated to the beneficiary. (16)

The Commission recommended that better information

be provided to beneficiaries, hospitals and

physicians, in particular clarification that PPS

does not require a specific length of stay for each

payment catagory. ProPAC also identified that the

premature discharge problem may not be inefficient

hospital service but rather inadequate clinical

management of the case.

ProPAC recommended that the PRO review be

extended to the overall episode of care including

SNF and home health care and outpatient surgery.

Although ProPAC believes that the current PPS system

is tne most appropriate of the available measures of

hospital case mix, there is recognition that

resource use varies considerably within some payment

rates. The second annual report includes several

recommendations to improve payment rates. ProPAC is

continuing studies to identify ways to improve

payment rate equity where there are problems, and to

assess the appropriateness of outlier policies.

ProPAC studies will consider whether vulnerable

groups, such as the frail elderly, have special
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problems. In addition, ProPAC will assess whether

PPS has increased out-of-pocket costs for

beneficiaries resulting in reduced access to

Medicare covered services.

H. Commission on Professional and Hospital Activities

CPHA found that quality of care did not decline

during 1984, the first year of PPS. The study,

based on data from 729 hospitals, found that

physician visit rates remained constant, in-hospital

deaths and readmission rates were consistent with

previous trends, and there was no evidence of

dumpingn* undesirable patients into SNFs or other

short-term hospitals. This study concluded that

hospital behavior changes probably represent

improvements in both clinical and management

efficiency by eliminating some of the slack in the

system. Howeverr- this study expressed the need for

further studies, particularly studies on the impact

of shifting patients to settings outside the

hospital (including the home setting where the

family assumes more responsibility for post-hospital

care), changes in clinical practice patterns within

selected diagnostic categories, and post-discharge

health outcomes. CPHA attributes the apparent

increase in the severity of illness of patients upon
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discharge to improved coding and the fact that

hospitals are classifying patients at a higher level

to assure the highest payment rate. (17)

I. Health Care Financing Administration

In November, 1985l HCFA reported the results of

a study of access and utilization indicators that

found that the reduced number of hospital discharges

under PPS did not disproportionately represent high

risk groups or groups with potential access

problems. HCFA also found little change in the

relative utilization of# or access to# hospital

services by Medicare beneficiaries across age, sex

or race categories. The study also found that

rehospitalization rates within 30 days of discharge

did not increase during the first year of PPS. HCFA

concluded that quality of care problems are not

systemic under PPS since PRO review found less than

one percent of all Medicare patients had potential

quality problems. (18)

J. Health Economics ResearchrInc.

Health Economics Research, Inc., looked at

beneficiary perceptions of the impact of PPS. This

study found few incidents of beneficiary reported
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problems with the new payment system and widespread

misinformation about PPS on the part of patients,

physicians, and hospitals. (19) This study

concluded that the frequency of complaints about

premature discharge is a result of a clash between

the expections of the elderly about the extent of

their Medicare benefits and hospitals'

implementation of PPS. The primary beneficiary

complaint was that the hospitals sent them home

before they felt ready, despite the fact that the

physician had made the decision to discharge. The

study found that home care services were available

in most cases, but that transfer of some medically

unstable patients to SNFs presented health risks.

The report also documented that most beneficiaries

have increased financial burdens when transferred to

post-hospital care providers that are not covered by

supplemental health insurance policies.

K. Office of Technology Assessment

The Office of Technology Assessment (OTA)

concluded that while there is evidence that patients

are being discharged from the hospital in a sicker

condition than before PPS, there is no clear

evidence to indicate whether the ultimate impact on

the quality of patient care is good or bad. OTA
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recommended that a 5-year evaluation strategy be

undertake to assess the evolving effects of PPS,

both positive and negative, and that studies be

funded to develop more appropriate methods and

standards to assess PPS effects on quality and

access. (20)

IV. CORRECTIVE ACTION

In response to Congressional and other inquiries

about premature discharge, the Health Care Financing

Administration undertook several reforms to strengthen

quality of care review under PPS,-

In August 1985, "CFA issued new rules to clarify

that all premature discharges made before the patient is

medically stable are considered substandard quality.

PROs were directed to deny payment when the result of a

premature discharge was readmission to the same hospital

or transfer to a PPS-exempt hospital and to take

corrective action in other cases by preparing a sanction

report, intensifying review or referring the case to the

Inspector General.

In February 1986, HCFA developed a one-page

information sheet (see appendix) to inform beneficiaries

of their rights and liabilities under PPS and the method
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to be used by patients to appeal the decision of the

hospital to discharge them from inpatient care. HCFA

instructed fiscal intermediaries and PROs to instruct

hospitals to distribute these notices to Medicare

patients.

HCFA strengthened the quality review requirements in

the second PRO contracts which begin July, 1986. First,

the criteria for review of discharged cases which are

readmitted to the same hospital was extended from 7 days

to 15 days. A requirement was added for PROs to review

a sample of discharges to assess whether there is

evidence of premature discharge or transfer. Certain

hospitals were identified for special review because of

unexplained statistical outliers in the PRO data on high

mortality rates or utilization patterns. All cases are

to be reviewed against 6 generic quality screens to

identify problem areas. These include adequacy of

discharge planning; medical stability of the patient at

discharge; deaths; nosocomial infection; unscheduled

return to surgery; and trauma suffered in the hospital.

Short hospital stays are targeted for special review. A

PRO-,sponsored community outreach program was added to

help beneficiaries understand the appeals process and

the role of the PRO. In addition, an independent

contractor was hired to evaluate the performance of the

PRO contracts, including the assessment of quality of

28 of 47



44

care review. These changes in the PRO review effort

were designed to increase detection of premature

discharges; to improve review of care in the hospital,

particularly the detection of situations where

underservice may impact the quality of patient care and

to improve the patient's understanding regarding their

rights and appeals under the new system. No changes

were made in the review of post-hospital care other than

to assess whether discharge planning is appropriate.

The appeals process was not modified.

In addition to the above actions, research has been

initiated by HCFA, the Prospective Payment Assessment

Commission, and other organizations to review ways to

improve monitoring of quality of care under PPS. The

results of these studies will be used to assist PROs to

monitor quality of care in the future. Several major

studies are highlighted below. Some of the early

results of these studies are included earlier in paper.

Many of the final results will not be available until

1988 because data first must be collected before

analysis can be undertaken.

A study by the Rand Corporation will specifically

measure the impact of PPS on the quality of care to

Medicare patients. It will review patients in 6

categories in 4-6 states before and after PPS. The
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analysis will consider whether the medical treatment

choices were proper and if they were different when the

cost factor was introduced. Rand also will conduct a

study on how to develop measures that will detect

quality of care problems in an individual hospital.

HCFA and its contractors also are conducting studies

that use existing data to examine outcomes of hospital

care on the health status of medicare patients, for

example, to drtect changes in patient death rates and to

monitor changes in hospital utilzation patterns such as

average lengths of stay.

The Oregon Health Systems Aqency is reviewing

patients in 5 diagnostic categories to determine if

patients were more dependent (i.e., needed more

assistance in caring for themselves) at the time of

discharge from a PPS hospital than they were when

hospitals were paid on cost reimbursement.

A study by the American Medical Association and

Johns Hopkins University will assess the impact of PPS

on changes in hospitalization patterns.
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V. POST-HOSPITAL QUALITY OF CARE

Early studies have raised serious questions about

the effect of PPS on access to quality care after

hospital discharge. Because PPS was developed to reform

Medicare's hospital payment system, the PRO review

effort and the data PROs were required to collect have

focused on changes within the hospital setting. Thus,

little is known about the availability, appropriateness.

or affordability of post-hospital care.

Anecdotal information has disclosed 2 types of post-

hospital patient. The first Is the patient who leaves

the hospital and secures adequate post-hospital services

that are covered by existing Medicare payment policies.

Post-hospital services covered by Medicare include up to

100 d'ys in a SNP, sub-acute care in a rural hospital

"swing-bed" (when the inpatient hospital bed has been

approved by Medicare for extended care), and an

unlimited number of home health visits. Medicare

policies limit payment for these post-acute care

services. For example, a Medicare patient must pay a

large coinsurance ($61.50 per day in 1986) after 20 days

in a SNF. Medicare does not pay for any care in lower

level nursing homes (not Oskilled level"), such as

intermediate care facilities. To qualify for the home

health benefit, the Medicare beneficiary must be

31 of 47



47

homebound and require intermittent, skilled services.

These restrictions are intended to assure the *acute"

nature of the post-hospital benefit.

The other type of patient allegedly falls through

the cracks into what some observers call a "no-care

zone". (21) These patients may either need more care

than current Medicare payment levels and/or coverage

criteria permit, or lack access to post-hospital care

because of the non-availability of nursing home beds or

home health services in their communities. It is not

clear how many patients fall into this "no-care" zone.

In several states, post-acute care after discharge from

a PPS hospital is being referred to as a new category of

care, sometimes called "transitional" care. Often this

care is provided by a skilled nursing facility, but in

some states, because of a surplus of empty hospital beds

and/or a shortage of nursing home beds, this

"transitional" care is provided by the hospital with

costs directly billed to the patient. These costs are

not usually covered by existing supplemental health

insurance policies. A study by Interstudy in one state

concludes that to date this practice is small,

representing only 2 percent of Medicare discharges. (22)

HCFA reports that there is no systematic evidence

that access to needed post-hospital care has been
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HCFA reports that there is no systematic evidence

that access to needed post-hospital care has been

hampered by PPS. Data on SNP admissions show a one

percent increase in 1984 over 1983. Use of home health

visits has continued to increase, at higher growth rates

than before PPS. (23) This growth in post-hospital care

was expected as hospitals discharged patients to other

settings.

The National Association for Home Care (NAHC) has

expressed concern that despite the growth in the number

of home health benefits paid by Medicare# many

beneficiaries are unable to secure necessary post-

hospital care because administrative restrictions have

tightened coverage requirements. In particular, NAHC

has cited stricter definition of the homebound and

intermittent care requirements as incompatible with the

needs of patients who are released from hospitals at an

earlier stage in their recovery. (24)

In November 1985, the GAO reported that existing

studies of PPS effects do not adequately address the

problem of measuring changes in a patient's condition at

hospital discharge nor the use of, expenditures for,

access to, and quality of post-hospital care. (25)

Since GAO produced its report, a number of new studies

have been initiated. ProPAC is assessing hospital
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discharge practices and how well inpatient services are

linked to post-discharge care. ProPAC will also assess

whether increased out-of-pocket costs reduce beneficiary

access to services. Abt Associates is undertaking a

study of Medicare covered hospital, SNF, and home health

services to determine whether patterns of sub-acute care

and beneficiary out-of-pocket costs have changed since

PPS was implemented. An HHS study conducted by System

Sciences will look at the status of a national sample of

Medicare patients at hospital discharge including

functional status, dependency and severity of illness.

It also will consider the special problems of elderly

persons who live alone. In addition, the Institute for

Health and Aging at the University of California, San

Francisco will assess whether Medicare patients who are

discharged from a PPS hospital have more acute and

complex medical problems than in the past and assess how

the community support system has changed in response to

reduced hospital admissions and shorter lengths of stay.

VI. ISSUES

The prospective payment system has been successful

in accomplishing its goal of controlling hospital costs.

Although some Medicare beneficiaries may wish to stay in

the hospital one or two days longer than the physician

orders, evidence to date indicates that most Medicare
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beneficiaries continue to receive high quality care both

in the hospital, and from a home health agency or

skilled nursing facility after hospital discharge.

According to ProPAC, the PPS rates are sufficient to

insure quality inpatient care and, given information

currently available, appropriate payment adjustments are

made for hospital and patient differences. In addition,

PROs are now in place to review hospital care and their

contracts now direct them to detect substandard care.

However, the new payment system has stimulated a

reconfiguration of the health delivery system that has

shortened hospital stays and increased care in non-

hospital settings. The extent to which quality of care

has changed as a result of these new patterns of care is

not clear. While the reports mentioned in this paper

cite anecdotal evidence of cases where there -nay be

quality or access problems, there is no evidence to

suggest that quality or access problems are widespread

or that the prospective payment system needs radical

reform at the current time. The recent reforms

initiated by the Health Care Financing Administration

should alleviate some of the transitional problems that

emerged during the implementation of the new payment

system. In particular, changes have been made to

correct Medicare beneficiary misinformation about

Medicare payment limits and the process for appeals; and
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to Improve the detection of pre-nature discharges and the

underprovision of care in the hospital. Whether these

reforms are sufficient remains to be seen.

Several other questions have not been addressed by

the evidence to date. These include whether

beneficiaries are being admitted to and discharged from

the hospital appropriately; whether access to

appropriate post-hospital services is assured; and

whether and how PPS effects are distributed across DRGs,

patients and regions. Research studies have been

initiated to address these questions, however, findings

will not be available for another two years. It is not

clear whether these studies will answer the full range

of quality-related questions or whether there will be

unanti ipt'f problems with the measurement of quality

effects du.? to the lack of pre-PPS baseline, the lack of

agreement on what constitutes quality care, or technical

difficulties ir obtaining or intrepieting the data.

Once the quality problem is defined, potential

reforms need to be considered. Reforms can be made in

the way that Medicare pays for hospital or post-hospital

care; the way that health delivery is structured; or the

way that quality is measured. In any case, the ability

to make reforms will be constrained by the availability

of funds.
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It a reform of the payment system is considered,

several options are possible. One approach would be to

modify the current prospective payment system for

hospitals. If the problem is defined as insufficient

fund,, for certain cases in certain categories,

aliust-nerts could be made in the definition of outlier

payments, the method of payment for administratively

necessary days, or the method of adjusting payments for

severity of illness. If one determines that payment is

in ifficient for post-hospital care, one could modify

the riethol or the definition Medicare currently uses for

nursing services or home health care. If the problem is

defined as the need for a continuum of care, it may be

more practical to expand the prospective payment rate to

include p3yment for the entire episode of care, that is,

for all care necessary to treat the condition for which

the patient was hospitalized, whether the treatment is

provided in the hospital, home, or nursing home.

If a reform of the health delivery system is

considered, several options are possible. One approach

would be to add new procedures to the current system to

correct inadequacies. For example, if the problem is

defined as improper patient referral to post-hospital

care services, a correction could be made to require all

hospitals to conduct discharge planning. A uniform

discharge planning format, with procedures to assist the
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discharge planner match the patient to the correct level

of care, could be developed. Criteria to help planners

identify vulnerable groups, such as the frail elderly

who live alone, would also facilitate the resolution of

access problems. If the problem is defined as the need

to assist the beneficiary through the entire episode of

care, one could develop a case management system where

the physician or another person or entity manages the

patient through the system. Given the large volume of

Medicare admissions, this approach may be impractical.

There are several options to reform the system to

review quality of care. One approach would be to

monitor the effectiveness of the expanded PRO quality

review system. Another approach would be to extend the

PRO system to the entire episode of care, including home

and SNF care. A problem might be encountered in

conducting quality review beyond the hospital setting

because review of the quality of outpatient care is even

less sophisticated than measurement of inpatient care.

In addition, the determination of appropriateness of

specific levels of care is in its infancy. Another

approach would be to focus efforts on improving the

definition of quality of care and the tools to measure

the presence or absence of quality services.
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VII. LEGISLATIVE PROPOSALS

The following bills have been introduced in the

Senate to improve quality of Medicare services.

S. 778

Or. March 29, .985, Senator Heinz introduced S. 778, the

"Home Care Protection Act of :985", which provides that

nursing care and home health aid services may be

provided on a daily basis as a Medicare covered home

health service with monthly physician certification and

thereafter under exceptional certifications. This bill

is cosponsored by Senators Bradley, Bentsen, Pryor and

others.

S. :620 (H.R. 3253)

Senator Durenberger introduced S. 1620 on September 'O,

1985, a bill to establish a National Council on Access

to Health Care. Among its responsibilities, the Council

would undertake advisability studies on:

a) the development of a national health care policy to

address the issues of access and quality;
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b) the differences in the quality and availability of

health care services for various economic and

geographic segments of the population; and

c) current procedures and mechanisms which are designed

to ensure the quality and availability of health

care services to all individuals.

S. 2114

S. 2114, introduced by Senator Proxmire on February 27,

1986, would fund studies of patient outcomes from

medical and surgical techniques that have been shown to

have wide variations in use in different geographic

areas. The results would be considered as-a tool to

reduce health care costs.

S. 2331 (H.R. 3210)

Or. April 17, 1986 Senator Heinz introduced S. 2331, "The

%edicare Quality Protection Act of 19860. This bill is

designed to improve the quality of hospital inpatient

services under PPS and ensure greater access to post-

hospital services. The Senate cosponsors are Senators

Glenn, Durenberger, Kennedy, Bradley, Chafee, Matsunaga,

Chiles, Wilson, Riegle, Moynihan, and Dodd.
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S. 233: was developed as a response to problems

identified during hearings of the Senate Aging Committee

in the fall of 1985, i.e. that some Medicare patients

were being released 'sicker and quicker" from PPS

hospitals without adequate resources to meet their post-

discharge care reeds. (26) Provisions of the bill aim

to address problems in three areas.

i. Protect Ouality in Acute-Care Settings -- To reduce

the risk of patient out-of-pocket costs, the bill

would coordinate the period for beneficiary appeal

after a discharge notice with the same three day

period that the PRO is given to review the appeal.

The bill would require that a written notice be

given to the beneficiary with information regarding

MediLare payment for services, beneficiary financial

liability and appeal rights. The bill would permit,

civil monetary penalties to be assessed against

physicians and hospitals who participate in

incentive plans that involve a payment for meeting

specific per-case, length-of-stay or cost targets.

The bill would require HHS to conduct two studies by

January, 1988 -- development of a refined

classification system that adjusts for variations in

severity of illness and case complexity among

patients within each payment category, and an

assessment of whether the current method of
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including payments for administratively necessary

days (payments to hospitals for extra days of care

when a patient must wait for placement in a SNP)

should be changed. The bill would require a report

to Congress within 2 years on the adequacy of

existing quality assurance standards for

participating hospitals (known as the conditions of

participation).

2. Improve Access to Post-Hospital Care -- The bill

would require discharge planning as a condition for

hospitals to participate in the Medicare and

Medicaid programs. It would require clear

guidelines for Medicare payment for home health and

SN? care and provide protection for providers who

serve certain ineligible persons by making permanent

the favorable presumption of waiver of liability

permanent. (This provision permits a SNF or home

health agency to be paid for a small number of cases

later found to be uncovered or medically unnecessary

provided the entity could not have known the payment

would be disallowed. The provider is presumed to

have acted in good faith if its total denial rate

falls below certain levels.) The Secretary is

directed to develop a uniform assessment instrument

to assess post-hospital care needs within one year

and recommend whether this method should be used as
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a basis of payment. The Secretary also is required

to conduct an annual evaluation of the procedures

for assessing quality and access. The provider

would be permitted to represent the beneficiary in

certain cases that are appealed.

3. Expand the PRO Scope of Work -- The PRO review of

quality of care would be extended to post-hospital

settings such as home health agencies and SNFs.

Review would be intensified in the hospital setting

by extending the criteria for review of readmissions

to 31 days instead of the current 15 days. The bill

would also add a consumer representative to the PRO

board, and strengthen review of patient complaints.

S. 2494

Or. may 2:, '986, Senator Bradley introduced S. 2494, a

bill which would modify limits on Medicare payments for

home health services and to assure that all legitimate

costs are included in the limits. The bill would

mandate hospital discharge planning and require Medicare

rules to follow the Administrative Procedures Act.

Senators Heinz and Glenn are co-sponsors.
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Appendix A
,'.TT N T:OC 4,E:F .-:- PTNTS .

A ',ESSAGE FROM' MEDC-\RE

Y'-UA. RIGHTS .A. ) ' i::cA - M?:TAL PATIENT.

:u a , , ,.11] c the care trat is necessary for the proper
cIa .s~s .Z f. yni r 11:re!s cr ijur y. You should stay in the hospital as

You .*ae - - : .t *- -1I) informed about decisions affecting your Mledicare
Cor .- " a , - ", r osp'xa! stay. Do not accept statements that you

t :r "D 1Cs are .p" or your "'edicare days have run

YCJ -Z f * .te r.c,:tces )ou receive from the hospital or
1!:.c t! , . o sger ;z.y for your care (that is, ask for a revie w

cr fec-.:'. :. , a r -cI.ce, I )CJ do not agree with it).

TALK TO Y cLts I. :,IFZ F, PT

You and c r .-- e al.c., yc ,r co-dition and your health care needs than
anyoree!. , :! ae rei.'ons about your medical treatment or your
need for cc7.. . .al ca! e, ccr.sult your doctor first. If your doctor discharges
you from t,. , dec.i:,n is t.e: ,ween you and your doctor. Medicare does not
interfere in r -ce: w) . I! ycu ha-.,e qjesi::ons or concerns about hospital services,
y tu sc.;d :a:. ' .. ai pa*.cnt re;rcsentative or social %oikcr. -,tsi, b- --'rtid
to ask c -es:.c-.

'PEER REVIEW ORG ANIZATIONS

Peer Review Organiz3tions (PROs) are groups of doctors who are paid by the Federal
government to r ,:ew hospital treatment of Medicare patients. They are responsible
for seeing that Medicare patients receive all the hospital care and only the hospital
care that is necessary for their ilhess or injury. Also, PROs will respond to your
request(s) for review or reconsideratio' of hospital notices stating that Medi'.are will ro
longer cover your hcsi:al stay.

The name, address, and phone number of the PRO for this hospital is shown at the
bottom of this notice.

WHEN TO CONTACT THE PEER REVIEW ORGANIZATION

If this hospital or the PRO decides that you no longer need care in the hospital, they
must notify you in writin&. This written Notice of Non-Coverage must explain why you
no longer need hospital care; it must be giver to you at leat 2 days before the hospital
can begin charging you for the care; and it must explain how you can appeal the
decision.

You do not have to leave the hospital in order to appeal a Notice of Non-Coverage.
However, you or your representative should write or call in your appeal within 2 days of
receiving the Notice. Thens the PRO has 3 working days to complete its review of the
decision and give you a written reply. NOTE: If the PRO agrees with the hospital that
your care is no longer covered under Medicare, you may have to. pay for the care
beginning with the 3rd day after your receive the hospital notice.

For more information about your appeal rights while you are in the hospital contact:
XYZ PEER REVIEW ORGANIZATION, INC.
123 MEDICAL REVIEW AVENUE
ANYWHERE, U.S.A. 12/19/85
(301) 594-1662

BEST AVAILABLE COPY
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Senator DURENBERGER. This hearing was called by the Finance
Committee Chairman, Bob Packwood. He regrets that he cannot be
here with us today, but he sent me with his button. He is working
to continue the drive on another issue which is critically important
to the elderly as well as to the disabled and the public-that of tax
reform.

Bob has a prepared statement that will be inserted in the record
in its entirety, including all of the references to the unique demon-
stration program that he started in Oregon for national averaging
on DRG's. [Laughter.]

Senator DvRENBERGER. The Federal Government's commitment
to health care has traditionally centered around two primary na-
tional objectives, that of assuring access to health care and high
quality health care for all Americans.

Twenty years ago, Congress established Medicare as a way of de-
livering on that commitment for this country's elderly and dis-
abled; but in the year 1966, the first year of Medicare, our defini-
tion of quality was quite different from what it is today. In fact, by
today's standards, access was given much greater emphasis than
quality in a system that was often characterized by long stays in
the hospital and patients who were examined but not treated and
cared for but not cured.

In the past 20 years, however, advances like intensive care units
and amazing new diagnostic tools, pacemakers, bypass surgery,
cancer therapies, and same-day cataract operations have changed
the definition of quality medical care for all Americans.

For the elderly any disabled, in particular, the hospital is no
longer simply a place to convalesce or to die. Now, thanks to ad-
v'ances in medical science, the hospital can be a place to renew and
even improve life.

With all these advances in modern medicine, however, have
come new challenges. New more expensive procedures and devices,
when combined with Medicare's financing arrangements, resulted
in better access to effective care to beneficiaries; but it also result-
ed in tremendous increases in costs for both beneficiaries and for
the American taxpayer.

The Medicare money machine very naturally led hospitals, doc-
tors, and their patients to think that more medicine was automati-
cally better medicine. Eventually, concern rose among many Amer-
icans that the more-is-better practice standard was not only too
costly but also might mean too much medicine, particularly in the
case of expensive hospital services.

These concerns led to a traditional regulatory response on the
part of the Government with certificate-of-need legislation and the
genesis of the professional standards review organizations and,
later the peer review organizations which I helped to develop.Action on the regulatory side, however, was only part of the
answer. Payment reform had to be the major driving force to bring
incentives for providers in line with the actual needs of the benefi-
ciaries.

The advent of per-case pricing for hospitals in 1983, payment by
diagnosis-related groups, replaced the traditional cost-based pay-
ment system and brought with it a new day in hospital care for
Medicare and millions of Americans it served.
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Now, instead of more is better, the new. Medicare payment
system sends doctors and hospitals a signal that patient care
should be managed carefully and that patients should receive only
the care that they need. And these significant reforms are working
largely as intended. Hospitals and other providers have responded
well. The new system has given the Medicare Hospital Trust Fund
a new lease on life, and it has given efficient hospitals the ability
to make the profit margins necessary to maintain their future fi.
nancial viabilities.

The signals of the new Medicare payment system have been
clear to hospitals and doctors, but they have not been as clear to
the elderly and to the disabled Medicare beneficiaries. Many pa-
tients have been confused about what quality can mean when they
are directed away from traditional hospital settings for treatment
or for discharged after short hospital stays.

And many older Americans are concerned that the new payment
systems leaves the potential for providers to short sheet patients on
quality. These concerns have led at least some older Americans to
conclude that they may be worse off under the new Medicare phi-
losophy than they were in the past.

We must now confront the risks of an approach which seems to
be saying that less is better. The Finance Committee and its
Health Subcommittee are indebted to our distinguished colleague,
Senator John Heinz, and his Select Committee on Aging, for the
very appropriate leadership that they have taken in monitoring
the reaction of elderly Americans to changes in doctor and hospital
behavior as a result of the new Medicare payment system. His,
these, and other concerns which have been raised about the effect
on quality of recent Medicare changes are at the heart of today's
hearings.

To put it quite bluntly, we want to know whether and to what
extent hospitals are short sheeting elderly patients. One often cited
indicator of lower quality is the estimated 3,000 to 4,000 premature
discharges of Medicare patients identified since 1983. Witnesses
this morning will report differing interpretations of the early dis-
charge issue. I am sure we will hear some discussion and debate
about how high or low the actual numbers of discharges are, but
we must be careful to sort out the extent to which early discharges
actually reflect the systematic reduction in quality of care for Med-
icare patients.

The hearing will, therefore, focus on three critical issues. First,
are these 3,000 to 4,000 early discharges the tip of a quicker and
sicker iceberg? Or are they exceptions to the rule of generally good
medical practice? Do we even have the ability to answer that ques-
tion? Can we, in other words, answer with facts this critical ques-
tion?

Second, how much of the concern over premature hospital dis-
charges can be attributed to the fact that DRG's changed the prac-
tice of medicine overnight, while all of us forgot to tell the benefici-
aries what' was going on? Before 1983, Medicare patients could
expect to stay in a traditional hospital setting until they were com-
pletely recovered. This meant that many hospital stays included
what one might call social days or days during which the patient
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didn't actually require acute care but couldn't arrange for or
couldn't afford the less intense hospital care actually needed.

So, the patient stayed in the hospital, and the hospital sent the
tota! bill, including the cost of the social days, to Medicare's Hospi-
tal Trust Fund. Now, however, hospitals have no incentive to en-
courage either inappropriate admissions or longer than necessary
stays; and PRO's won't allow either. Medicare now pays hospitals
only to care for people who actually need hospital care, not for
people who can and should be treated in less expensive but still ap-
propriate settings. Thousands of older Americans, for example, are

aving cataract and other types of surgery in same-day surgery
centers; and thousands more receive cancer-fighting chemotherapy
treatments in outpatient departments and increasingly in their
own homes. All Americans are having to get used to these kinds of
changes in the practice of medicine.

Mothers no longer spend 5 days in the hospital resting up after
the birth of a baby; and dozens of tests and other procedures which
used to require hospitalization are now done routinely in doctors'
offices all over America.

Third, how much of the concern over premature hospital dis-
charges is really a concern over patients' inability to find the non-
hospital settings or the posthospital care that they need? As I have
said, Medicare s new payment system means patients will be ad-
mitted to a hospital only when hospitalization is needed and dis-
charged from the hospital as soon as hospitalization is no longer
necessary. In the days of cost-based reimbursement, Medicare paid
the cost of convalescent care when it paid all the hospital days the
doctor ordered. Now, Medicare has made clear that this type of
care must be provided outside the expensive hospital setting. Yet,
Medicare hasn't changed its posthospital care structure. This leads
one to logically ask the question: Should Medicare now pay more of
the share of posthospital care, particularly since the burden of that
care has now increased? My tentative answer to that question is
"Yes," but we haven't yet conformed the payment system for nurs-
ing homes, home health, and other alternatives to ease the burden
of choice on the patient and the doctor.

As I read the testimony that was submitted for this hearing-
with these three issues in mind-I was struck by the work of the
General Accounting Office and the Office of Technology Assess-
ment. These two agencies did not conclude that there was a quality
problem, but they didn't conclude that there was not a quality
problem- either. Instead, they concluded that there is, amazingly
enough, no data with which to demonstrate clearly whether there
is a quality problem with the new Medicare payment system.

That conclusion leads me to call for- united effort to get the infor-
mation we all need to really answer the questions asked by today's
hearing. I understand Blue Cross-Blue Shield is establishing a na-
tionwide computerized information sharing network which will
cover 80 million people. I am sure there is much the Federal Gov-
ernment can learn from this kind of a national data network. In a
letter to Secretary Bowen, John Heinz and I have already ex-
pressed concerns about specific problems with the administration
and organization of Medicare data which inhibits its usefulness to
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the evaluation of the effects of major policy changes on Medicare
beneficiaries.

Similarly, to my knowledge, HCFA has made no systematic effort
to create a usable PRO research data base. Therefore, PRO's do not
perform their reviews in a way which allows the data to be ana-
lyzed to identify regional variations of treatment patterns or to
conduct national evaluations using objective measures of the qual-
ity of care.

In order to begin to remedy this situation, I intend to introduce
next week legislation which would help fill the critical gaps in our
current knowledge of the needs of Medicare beneficiaries and the
quality of care that they are-receiving. That legislation, the Medi-
care Information Act of 1986, will implement several of OTA's rec-
ommendations and those we hear today for improving the useful-
ness of existing and future Medicare information. The legislation
will create a new Medicare quality barometer system, or QBS, to
provide both administrators and policymakers with the kind of in-
formation they need to address the issue of quality care without de-
pendence on anecdotes and-estimates.

And this legislation will take a longer view beyond the immedi-
ate quality questions raised by DRG's. It will help Medicare to buy
value for its beneficiaries by establishing a program to study the
health outcomes of Medicare patients who undergo procedures for
which utilization varies.

Such studies are essential if we are to understand better how to
determine which and what level of care is really the best care. And
they are essential as we move from ensuring quality and accessibil-
ity through Government insurance and regulation to the era of
consumer choice of private health plans and the reliance on the
skills, plus the economic incentives, of health providers. And final-
ly, I would like to take this opportunity which representatives of
all segments of the health care delivery system are together here,
to remind all of us that quality isn't an issue which can be resolved
by one hearing, one bill, or one-piece of legislation.

A reporter asked me the other day if I had introduced any qual-
ity bills. My answer was that every bill I have authored addressing
health care reform is a patient quality-of-care bill; making sure
that health care is more cost effective means getting better quality
through wiser use of financial and medical resources; but in meet-
ing this obligation, hospitals and doctors cannot be shortsheeted
any more than can patients. Ensuring quality care, in other words,
means making sure that money isn't arbitrarily taken out of pay-
ments to the hospitals for capital or out of physicians' fees. And it
means that hospitals and physicians must be given the correct eco-
nomic signals to protect quality of care for beneficiaries.

Across-the-board freezes, uniform DRG adjustments that fall way
below the increases in costs are not consistent with meeting this
obligation to ensure quality for all elderly or disabled Americans.

We are fortunate to have with us today a distinguished set of
witnesses to help us explore both concerns about the effect of the
current Medicare system on quality and the adequacy of present
information. We are also very fortunate to have with us a distin-
guished group of my colleagues, and I think in the order of their
appearance, George Mitchell is next.
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Senator MIrCHLL. Thank you, Mr. Chairman. I appreciate your
scheduling this hearing to examine the quality of care under the
new Medicare payment system. Since the implementation of the
system in 1983, we have seen significant changes in the way Medi-
care reimburses the hospitals.

In an effort to assure that the method of payment did not com-
promise the quality of care of patients, safeguards were built into
the system. The most significant of these safeguards is the peer
review process. Congress intended for the PRO to serve as the
check on quality of care for elderly beneficiaries under the prospec-
tive payment system. Does the peer review organization process
really serve as a check on the quality of care for the elderly under
Medicare?

There is much evidence that it has become primarily, if not ex-
clusively, a cost payment measure whose goal has little or nothing
to do with protecting the patient but much or everything to do
with reducing the cost of the Medicare Program. Congress must
work to assure that PRO does what we intended for it to do. Bene-
ficiaries are, in fact, being discharged quicker and sicker. Should
we not regard the PRO as not functioning in the manner intended
by Congress?

Before we act to reform existing law, we must assure that the
programs designed to assure quality of care under that law are
being implemented as Congress intended.

As a Senator from a rural State with long, cold winters, I am
particularly concerned about access to care and quality of care for
those who live in rural areas. We must pay close attention to those
in our States with the additional burdens of distance and climate
and consider reforms to the prospective payment system that
would allow for those factors in making admissions and discharge
determinations.

Mr. Chairman, I regret that I must leave to attend another hear-
ing, but I look forward to reviewing the testimonies presented this
morning, particularly from Dr. Roper. I will have a fairly long list
of written questions for Dr. Roper, and I would like to get the an-
swers as soon as you can conveniently do so. As you know, Dr.
Roper, from our private discussions, I am deeply concerned about
the PRO process nationwide and, of course, specifically in my own
State of Maine, where the PRO organization is from another State;
and this has caused widespread dissatisfaction in the medical com-
munity in Maine.

You are from Alabama. Now, how would the doctors of Alabama
feel if a group of people from Maine conducted the review of their
process and their procedures? I don't think they would like it.
When Dr. Bowen was nominated, he came in for a meeting in my
office before his confirmation; and I asked him how the doctors in
Indiana would like it if a group from Texas were conducting an
overview of their process. Oh, he said, that would be terrible; I
don't think the doctors there would like that at all. Of course,
nothing has happened since then.

So, I feel very strongly that this process is not working, and it is
particularly not working in theinstance of a State like mine where
the medical community of the, State has little or nothing to say
about the process by which the review of its procedures is occur-

V
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ring. I don't know if there are any other States in a comparable
situation, but if there are, then I think it ought to be changed. I
have a number of questions for you on the program nationally and
on that specifically; and I hope we can work together to improve
the prospective payment system, to eliminate whatever shortcom-
ings it has and to keep in mind the original purpose of the whole
program, that is to provide quality medical care to all of our Na-
tion's elderly.

I know that is your objective. I want you to know that it is my
objective; and I am sure it is the objective of all members of this
committee. Thank you very much, Mr. Chairman.

Senator DURENBERGER. George, thank you very much. Chuck
Grassley?

Senator GRASSLIEY. Thank you, Mr. Chairman. I, too, have to beg
your indulgence because I am going to be chairing a hearing of my
Subcommittee on Aging, and it is on the issue of the Census Bu-
reau's inability to have a statistical base to predict what might be
problems that we face with an aging population as we go into the
next decade and into the next century.

But for the immediate, your hearing, I would have to say, is even
more important. It is similar to hearings that I held in Iowa withjust an Iowa constituency on similar problems last August; and we
have had witnesses in previous hearings express a great deal of
concern that I am sure you will be hearing today on the lack of
patient information for Medicare beneficiaries on how the prospec-
tive payment systems and particularly on their rights of appeals.

Most of us in Congress hear daily from constituents that don't
comprehend the system and wonder what has happened to their
Medicare hospital services protection. At the minimum. I would
say that we ought to have HCFA and our peer review organizations
do a better job in educating not only patients, but providers as
well. We hear the words always repeated that people are being dis-
charged from hospitals quicker and sicker. I don t know whether
there is a mutual agreement that that is the case, but at least it
keeps coming up quite frequently in our hearings.

I would suggest that even more at risk are thosd Medicare pa-
tients with heavy care needs who are released to their homes and
communities that lack programs of comprehensive community-
based care, where we tend to be concentrating to a great extent on
just the problems of nursing homes being ill equipped to address
heavy care needs of people who are immediately out of the hospi-
tal.

Clearly, we have to address then the limitations on access to
skilled nursing facilities and the narrow scope of home health care
benefits that put a strain on the availability of post-acute care.
And yet, another concern is whether the peer review organizations
are adequately assuring quality of care for Medicare beneficiaries.
One of the most important cost-containment aspects of the PPS
system is the built-in incentives for hospitals to both admit pa-
tients and to discharge patients earlier.

The PRO's are charged with a difficult dual and often irreconcil-
able task of utilization, on the one hand, and quality review, on the
other. Unfortunately, I think utilization review has taken prece-
dent over ensuring that financial incentives in the DRG system
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don't result in bad medical judgment and substantial substandard
care of beneficiaries. We need to explore how we can obtain better
quality of care review, both in acute care and the continuum of
care. Expanding PRO review to post-acute care would help us to
know whether patients are being prepared for home care or are ex-
periencing complications for hospital discharge for outpatient treat-
ment.

After about 2 years of this general discussion, Mr. Chairman,
and I am sure as a result of your hearings, we are going to eventu-
ally have to reach decisions on these issues that we have been
mulling over in our minds for so long.

Senator DURENBERGER. Thank you, Chuck. Max?
Senator BAucUs. Mr. Chairman, thank you for yielding to me.

This is a very important time to address quality of care basically
because we have undertaken a dramatic change in reimbursement
of Medicare from cost-based to the prospective payment system. We
now have some experience. We have some time. We are able to
look at some results.

This is probably one of the first times we can begin to compre-
hensively and honestly determine the degree to which quality
health care in this country has suffered. There are a lot of ques-
tions that many have asked and a lot of good points that many
have made. I particularly am concerned about the quality of health
care as it applies to rural hospitals.

The main concern I have is that the unarticulated premise of
PPS is that the efficient hospitals survive and the inefficient fail
and that patients can then go to the nearby efficient surviving hos-
pital. And we all know that that is a bit difficult in rural areas be-
cause there is not a nearby efficient hospital, once an inefficient
hospital has failed.

It is particularly unfair because the system is biased against
rural hospitals in that, due to the large numbers, major hospitals-
urban hospitals-with a higher operating cost-a fixed cost ratio-
can adjust to patient load changes and adjust to some of the cost
problems that are incurred upon hospitals. Rural hospitals neces-
sarily, because of their higher fixed cost to operating cost, fail not
because they are inefficient; it is because they don't have the ad-
vantage of the large numbers that urban hospitals have.

Therefore, when they fail, patients in those rural areas can't go
any place. There are no other hospitals nearby. So, this is a part of
the quality of care problem which I am particularly interested in,
and I hope that we can flush some of this out during the hearings.
Thank you.

Senator DURENBERGER. Thank you very much.
Our first witness will be Dr. Bill Roper, the Administrator of the

Health Care Financing Administration. Bill, we welcome you to
your first official hearing. Thank you for being here. Your state-
ment, which we had in advance, will be made part of the record.
You may proceed to summarize in whatever way you choose.
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STATEMENT OF WILLIAM ROPER, M.D., ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT OF
HEALTH AND HUMAN SERVICES, WASHINGTON, DC, ACCOMPA.
NIED BY PHILIP NATHANSON. DIRECTOR, HEALTH STANDARDS
AND QUALITY BUREAU, HEALTH CARE FINANCING ADMINIS-
TRATION
Dr. ROPER. Thank you, Mr. Chairman. I am pleased to be back in

this room, a little over a month after my confirmation hearing, and
I told the committee that day that this administration is anxious to
improve the quality of the Medicare Program. I welcome the oppor-
tunity we have today to discuss how that can be done.

In the 3 weeks since I became Administrator of the Health Care
Financing Administration, the quality of care provided our benefi-
ciaries has taken more of my time than any other issue. As a phy-
sician and as a person whose parent is a Medicare beneficiary, I
am concerned about maintaining and improving the quality of care
provided in the Medicare Program.

I have discussed quality as a general issue with Secretary Bowen
on several occasions during the past 3 weeks, and he shares my
commitment to that principle.

This past weekend I went to Florida. I went there to assure our
beneficiaries that they come first as we deal with an HMO, Inter-
national Medical Centers, serving a large number of beneficiaries
in south Florida. I am pleased to report, Mr. Chairman, that we
have in process an action that will lead to the solution of IMC's
problems. This morning, I have a detailed statement which I want
to submit for the record, which sets out my views on the issues of
greatest concern to us here today relating to post-hospital services.

It represents a detailed description of what HCFA has undertak-
en in the area of quality. It also presents HCFA's detailed com-
ments on the Medicare Hospital Quality Assurance Act of 1986,
which Senator Heinz has introduced with support of other mem-
bers of the subcommittee.

HCFA's current quality efforts rest on five pillars.
First, on-site protection of providers through the survey and cer-

tification process. Second, the peer review organizations, about
which I am sure we will hear much today. Third, the efforts of our
Office of Beneficiary Services to help Medicare beneficiaries under-
stand their coverage. Fourth, the Office of Health Maintenance Or-ganizations, which recently beae a part of HOFA and which will
fous on prepaid health care delivered through HMO's. And finally,
an extensive research effort which has several projects under way
designed to tell us more about how PPS has affected beneficiaries.

I want to begin by commenting on the concept of quality. It is a
very important concept, but all too often I think weave acte in
accord with Mr. Justice Stewart's famous comment, "I know it
when I see it." I am concerned that we need to be more precise
about quality. And in that regard, I have asked my research staff
to convene a conference this fall along with assistance from other
HHS units to try to build greater consensus about how quality can
and should be measured.

We plan to gather many knowledgeable researchers, and we hope
to begin the process of making judgments about quality which rely
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on sound statistical inference. The results of this conference will
guide our research and policy agendas for the future.

In sum, it is my desire to deal with quality, not on the basis of
subjective estimates, but on objective measures of quality. When
confronted with the current ambiguity about how we can best
measure quality, many observers have taken statistics that pertain
to hospital discharge and post-hospital services as a proxy for qual-
ity. Those who have formed arguments from these statistics have
given us the slogans of the current debate: "Quicker and sicker,"

A no-care zone, and so on.
Many of the phenomena cited by these slogans are temporary.

They can be explained by the dislocation that accompanied the in-
troduction of the prospective payment system. For example, two
minor parts of hospitals-at least formerly they were minor parts
of hospitals-became much more significant. Hospital records de-
partments became extremely important in deciding how much a
hospital is paid by Medicare when they code for diagnosis. Dis-
charge planning, similarly, went from being a cost to becoming an
integral part of cost control efforts as it showed its ability to help
reduce length of stay. Building capacity in both these areas has
taken time. The peer review organizations did not start operation
until the end of the first year of PPS, and several PRO's were de-
layed even more by data problems and other start-up delays.

Further, when PPS was introduced, it was not perfectly under-
stood at the outset. Erroneous phrases like "Your DRG is up"
began to appear across the country; but, over time, provider and
beneficiary understanding has greatly improved.

While many of the problems we have had reported to us can be
described as part of the transition to PPS, there remains a part
which is inherent in the way prospective payment works. This
problem is based on the fact that Medicare is a defined benefit in-
surance program with a focus on acute care. What forms of acute
care Medicare covers are clearly spelled out in the law-hospital,
skilled nursing facility, and home health care at the acute level. A
benefit plan such as traditional Medicare cannot comprehend the
idea of a continuum of care.

It is this idea of a continuum of care that inspires much of the
uneasiness about posthospital services. The answer to this uneasi-
ness is an alternative to the defined benefit plan. This alternative
is capitation. Today, we have providers who are responsible for
only their part of the continuum. Hospitals provide hospital care,
skilled nursing facilities, skilled nursing care, and so on.

The traditional Medicare payment has been based on the concept
that by jiggling various payment rates-paying more for this serv-
ice or less for that service-we can get the appropriate mix of serv-
ices: Hospitals, SNF's, home health, et cetera. But under capitated
arrangements, there is one entity which is responsible for the
whole spectrum of care. These entities have both the responsibility
and the incentives needed to provide needed care in the most cost-
efficient setting.

In the areas where there are already a large number of benefici-
aries involved in capitated payment through HMO's, as in your
own home State of Minnesota, Mr. Chairman, these are also places
where complaints about the current lack of continuum of care are
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the smallest. It is the ability of capitation to meet beneficiary
needs better than the current defined benefit plan that makes me
so excited about the future of the Medicare Program.

Under capitation, there would be a "seamless benefit," if you
will-no cracks for beneficiaries to fall through. But we are not
blind to the problems that are inherent, at least potential prob-
lems, in capitation. I think the steps we are now taking to deal
with the problems of our largest Medicare HMO in Florida, IMC,
bear witness to that fact. -

In closing, I want to reiterate my personal commitment to both
making existing mechanisms work and building the alternative de.
livery systems that will provide real solutions to the problems we
confront here today. I hope to have the support of all the members
of the subcommittee in this effort.

This concludes my statement, Mr. Chairman, I look forward to
an exchange of views with you and other members. Thank you.

[The prepared written statement of Dr. Roper follows:]

/
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INtnoiCTION
Mr. Chairman and members of the Cormittee, I appreciate this
opportunity to discuss current concerns about the quality of care
provided under the Medicare program. I am strongly committed, as
is this Cornittee, to the goal of quality care and will take
whatever steps necessary to assure that goal is achieved. Since
I became the Administrator of HCFA -just over three weeks ago -
much of my time has been spent on the quality issues before this
agency. Secretary Bowen and I have spent time shaping the
agency's budget to direct emphasis on quality. I have also been
meeting with my senior staff over the past few weeks to look
closely at our current quality safeguards, to identify any
potential problems that may exist and, *here they exist, to begin
to develop a strategy for closing any gaps. To further enhance
the ongoing HCFA quality effort, I plan to convene a conference
this fall on measuring quality of care. The conference will
forus on developing a methodology to measure quality of care.
This is a necessary first step in order to accurately come to
grips with this important issue and aggressively implement
programs to guarantee high quality care for all Anericans. I
will gather the foremost experts in the quality of care field to
adiise us in this critically important area and I have directed
that these people be identified and contacted.

I would like to preface my comrents today by saying that I am
convinced that the Health Care Financing Administration is going
to continue to aggressively address the issue of the quality of
care provided to Medicare beneficiaries. I am not satisfied that
we have done all that we can do. I anconcerned not only about
how well we are assuring quality for the Medicare population as a
whole; but I an also concerned that not one beneficiary suffer
for lack of care that should have been provided under Medicare or
as a result of poor quality) care.

Mt) prepared statement has three parts: first, a brief discussion
of fny concept of the Medicare program's responsibilities and the
concerns about quality that are foremost in our minds at this
hearing; second, a detailed discussion of what HCFA is currently
doing to assure quality and our plans for the future; and third,
an attachment detailing our position on Senator Heinz's bill, S.
2331, "The Medicare Quality Protection Act of 1986."

As you know, Medicare was created as an insurance plan to meet
the acute care needs of our Nation's elderly. The statute
provides for coverage of acute hospital care and post-hospital
extended care services, limited to the provision of skilled
services in a skilled nursing facility or in the patient's home
through a home health agency.

Medicare patients are appropriately discharged from the hospital
earlier, but this is a process that began before PPS. Just as
before, patients are in a medically stable condition when
discharged, but may still-require some care to assist them with
activities of daily living, such as bathing or preparing meals.
Care of this nature is not considered skilled and is not covered
by the Medicare program.

The Administration has proposed to increase the opportunity for
beneficiaries to enter comprehensive health care delivery systems
paid on a per capita rate. Under capitation, providers furnish a
continuum of case-managed care, frequently with a larger benefit
package than available under the traditional Medicare program,
for the same or slightly higher cost.

Let me briefly outline for you the major mechanisms used to
assure that beneficiaries receive quality care, then I will
expand on each of these and give you an overview of our goals for
further progress in this area.
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There are live major mechanisms that -CFA utilizes go ensure
qua i ty:

o We perform on-site inspection of Medicare providers to
ensure that basic health and safety standards are met and
that providers are "capable of providing quality services."

0 We have Peer Review Organizations which review in-patient
hospital care provided under Medicare to assure that it is
medically necessary, delivered in the appropriate setting
and meets professionally recognized standards of care.

0 We have recently brought within HCFA the Office of Health
Maintenance Orgaitizations which ensures that an W -meets
Federal qualification requirements before it can participate
in tne Medicare program and monitors the lNIOs to ensure
continued compliance with these requirements.

0 We have an Office of Beneficiary Services which ensures that
beneficiaries understand their Medicare coverage and their
rights under the program.

o And, finally, we have an extensive on-going research effort
that is focusing on the impact of the prospective payment
system (PPS) on quality and exploring wa)s to refine PPS to
ensure that facilities are adequately compensated for care
provided the most severely ill.

SURVEY AND CERTIFICATIC*J

As I mentioned, a major componen: of our quality assurance
program is the survey and certification process which has been in
place since Medicare was originally enacted. This activity
protects the health and safety of individuals in very type of
health care facility participating in the Medicare and Wedicaid
programs. We devote a large measure of our resources, about 10
percent, to support the activities of approximately 3,000 State
surveyors nationwide. There are about 350 Federal staff, 27) of
which are located in our regional offices, to oversee and insure
the effectiveness of this process.

Under contract with HCFA, State agency surveyors inspect
providers to determine the extent and degree to which each
facility is in compliance with the regulatory requirements, and
to obtain an overall evaluation of a facility's performance and
effectiveness in providing appropriate and safe patient care.
Identified problems result in a statement of deficiencies for
which the facility must submit a written plan of correction.
This information is the basis for conducting follow-up or
monitoring surveys to ascertai.i progress and assist the facility
in carrying out its care requirements. If the facility has more
serious coompliance problems, it is terminated from the Medicare
program. Because it can limit access to care, termination is the
last resort, but we will not hesitate to exercise our authority
and terminate facilities which do not provide consistently high
quality of care. During fiscal year 1985, for example, 71
hospitals and i33 SNFs were terminated from participation in the
Medicare and Medicaid program for lack of compliance. In order
to expedite the termination of substandard facilities we
implemented revised termination procedures in December, 1985.
These new procedures will accelerate the process for terminating
facilities with immediate and life-threatening situations and set
time limits for all steps in the termination process.

Although the current survey system has had a high degree of
success in assuring appropriate care in a safe environment it is
primarily focused on the facility itself -- is the building in
good repair, are the rooms large enough, are doors wide enough to
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permit entry of wheel chairs, etc., and on staffing and written
policies. This focus assumes that if the structures are safe, if
qualified staff are properly utilized and if appropriate
processes are in place, good care will be provided.

In other words, the current survey process has had limited focus
on the patient. We believe that the focus rightly belongs on the
patient -- have their needs been assessed? have services been
ordered by their physician to address those needs? have these
services been delivered? And finally, what is the outcome of the
delivery of services? We have revised the survey process for
nursing homes and are about to implement a new survey tool, the
Patient Care and Services (PaCs) assessment, which will enable us
to answer these questions for patients in tlese facilities.
Auriong other activities, this innovative survey tool will:

o Provide an indepth review of care - this review will be
accomplished through actual observation of the care being
provided;

" Evaluate facility food service - are meals dietetically
appropriate? are they served attractively and at appropriate
temperatures? is assistance provided when needed? and

" Evaluation of drug administration - are drugs administered
according to the physician's orders.

A notice of proposed ruleraking was published in the Federal
Register on October 31, 1985, providing the opportunity for
public comnnent on this tool. The final rule should be published
in the near future. Although this new survey process will still
ensure compliance with all Federal health and safety
requirements, PaCs is an innovative, patient-centered survey
systemwhich will also provide a more valid estimate of the
quality of care furnished by the facility.
We are confident that this new process will improve our ability
to assess quality of care.

We plan to expand our efforts in outcome-oriented surveys and are
developing patient-centered survey tools for home health
agencies, end stage renal disease facilities, psychiatric
hospitals and intermediate care facilities for the mentally
retarded.

Wle have also undertaken a major revision of the requirements
hospitals must meet in order to provide care under the Medicare
program. One of The primary purposes of these revised conditions
of participation is to strengthen patient health and safety
requirements.

We have included in this revision, a new condition that will
require the hospital to establish a hospital-wide quality
assurance program aimed at identifying and correcting patient
care problems. Hospitals will be required to evaluate all
medical and surgical services and take appropriate remedial
action, documenting the outcome of that action. In addition, we
feel strongly that appropriate discharge planning is essential to
total patient health and that this is a function that a hospital
should provide. Therefore, the quality assurance condition will
also require hospitals to have an effective, ongoing discharge
planning program to facilitate the provision of appropriate post-
hospital care.

We have also expanded the survey process for home health agencies
to include visits to the homes of patients receiving home health
services. Here again, in the past the home health survey
activity was focused on the agency itself - was the agency
capable of providing services. Now, visits to beneficiaries in
their homes will allow the surveyor to:

o Talk to the patient and the patient's family about the care
being received, and;
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0 Verify that care conforms to the physician's orders and is
provided according to the plan of treatment.

This is an important step to assure that home care patients are
receiving appropriate and high quality services.

PEER REVIEW ORGANIZATIONS

-In passing legislation to reform the Medicare hospital payment
system in 1983, Congress presented an enormous challenge to our
Department in the implementation of the prospective payment
system. One of the most crucial objectives throughout the
paytrent reform process has been to maintain the quality of and
access to care for our beneficiaries. The potential for unique
problems in quality of care under PPS, in part, motivated the
Congress to strenghten the peer review process.

During the first PRO contract period, the emphasis was placed on
the potential negative impact that reimbursement incentives in
the PPS could have on quality and utilization. PROs were
directed to review admissions, readmssions, transfers and
outliers and to focus on possible premature discharge. All PROs
were required to identify area-specific utilization and quality
problems and to address these problems through achievement of
objectives. These objectives also provide a way to measure PRO
performance and effectiveness.

Just as we continue to rronitor and reline the PPS to ensure that
payment levels support delivery of high quality care, we must
aIrn continue to monitor and relise the PRO quality assurance
program. This medical review system is a complex, dynamic system
and we have learned much during the first two years of PRO
review . %e are using this experience to reline PRO review in
order to further assure that Medicare beneficiaries receive high
quality, medically necessary care in the appropriate setting.

Wh11at did we learn during the first PRO contract period and wta.
is our future direction in contiruing to assure quality of care"
Briefly, we learned that we needed:

o To redefine PRO efforts in all areas of quality review;

o To expand our review in the area of premature discharge;

o To further focus PRO review on poor performing providers and
practitioners; and

o To expand our efforts to assure that beneficiaries and !heir
families understand their rights.

And we have aggressively addressed each of these issues. We have
expanded the PRO's Scope of Work for the 1986-1988 contract
period to require PROs to subject every case they review to a
generic quality screen to look at:

o The adequacy of discharge planning - were arrangements made
for necessary care and services upon discharge?;

0 medical stability at discharge - were the patient's
temperature and other vital signs normal?;

o The presence of nosocornial infections - did the patient
acquire an infection while in the hospital?;

o Trauma suffered in the hospital - did the patient suffer a
fall in the hospital?;

o Unplanned return to surgery - was the patient returned to
surgery to correct an operative problem?; and
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o Deaths - was the death during or following surgery? was a
death on a regular floor unit unexpected?

PROs will also continue to review all transfers to other hopitals
and exempt units to identify problems with inappropriate
transfers. Review of readmissions has been expanded to all
readmissions within 15 days of discharge instead of 7 days as
required in the first PRO contract period. We believe that
review of readmissions within I days is the most appropriate
timeframe within which to determine whether a problem exists
within a facility. Although review for a period beyond that
might pick up additional readmissions, we do not believe that it
would identify inure facilities that have a systemic problem.
Instead, we would begin to see cases of appropriate readmission
for chronically ill patients.

Over 10 percent of all PRO review will be intensified review of

provider s that are poor performers or in response to identified
problem areas. In all cases where a PIO finds poor quality,
corrective action will be taken, ranging from education of the
individual physician or hospital, to intensified review, to
payment denials and ultimately to exclusion from the Medicare
program.

Provisions in the Consolidated Omnibus Budget Reconciliation Act
of 1935 (COBR.A) expanding the PROs' authority to deny payment for
poor quality care will further increase the effectiveness of
PROs. We will be meeting with a physician panel in July to
discuss appropriate guidelines and crieria for denial payment for
substandard care and expect to implement this provision by
October of this year.

Another COB RA provision requiring PROs to perform 100 percent
pre-procedure review of at least 10 elective surgical procedures
performed on an inpatient or outpatient basis, will further
assure that Medicare beneficiaries are not subjected to
unnecessary surgery. We will be consulting with physician groups
this sumner to determine what procedures to subject to this
review. We expect to implement this program in January, 1987.

A continuing concern of both Congress and the Administration has
been the potential for premature discharge under PPS. Ve share
this concern and as I just indicated, the new PRO scope of work
will enable us to address this issue more effectively. The
Medicare program emphasizes that patients should remain in the
hospital until they are well enough to be released. We do know
that there have been cases of premature discharge and we
investigate each case and take appropriate action. Even one case
of premature discharge is too many and we are committed to the
strongest possible action, based on the circumstances of each
case, when we learn of any instances of poor quality care.

OFFICE OF HEALT11 MAINTENANCE ORGANIZATIONS

The move toward capitation through HM0 participation in the
Medicare program is an historic turning point. It marks a
decisive move away from intrusive regulatory schemes for
controlling costs to an approach aitat utilizes increased
competition and consumer choice. The Secretary's recent transfer
of the Office of Health Maintenance Organizations to HCFA
appropriately places their on-going, HMO quality assurance
mechanisms under the same organization as the Medicare program.

As part of the requirement for Federal certification, HI-AOs must
have a quality assurance program which stresses health outcome.
The Office of Health Maintenance Organizations monitors these
plans to assure that this program is in place and functioning.
In addition to this traditional regulatory method of monitoring
quality, the Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA) provided a market based approach. To qualify for a
contract with Medicare, a WtO must also have at least 50 percent
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of its enrollment in comnercial business. This provision assures
that an 1i can demonstrate its ability to meet the rigors of the
niarket before it is eligible to enter into a contract to provide
services to Medicare enrollees.

To be at le to attract and retain corrnercial business, the plan
must demonstrate that it:

o Can deliver high quality services;

o Has effective medical and financial management; and

o Has good relations with the provider cornounity.

If a plan cannot meet the demands of the market, it cannot enter
into a contract with HCFA. This requirement provides a non-
intrisiie incentive to maintain high quality care. In addition,
COBRA requires the review of the qualit) of services furnished by
MFKs. The FO industry is in the process of developing its own
quality assurance capabilities. We sLpport this concept and we
have begun a discussion with a number of t'ese organizations to
provide assistance and support for a private sector approach.

OFFICE OF BENEFICIARY SERVICES

Another area that has concerned us is beneficiary education about
PPS, PRO review and the rights of patients to an appeal. Since
the implementation of PPS, we heard from medicaree beneficiaries
and their families that they had been told that a patient must be
discharged from the hospital once the "DRG is up" or because
their "Medicare days are up." Clearly, this is not the case.
The PPS system is based on payments which, on average for a DRG,
will be adequate to cover the utilization of services. Some
patients will have stays 5elow the average, others above it. It
is the responsibility of the hospital to provide all necessary
services regardless of the length of stay.

In order to increase beneficiary understanding of this fact, we
have instructed all hospitals to give beneficiaries information
upon admission about their appeal rights. In late February, a
letter "An Important Message From Medicare" was provided to all
fiscal intermediaries for distribution to Medicare providers who
must give it to beneficiaries upon admission. We have instructed
PROs to monitor hospital compliance with the distribution of this
information to beneficiaries. In addition to this beneficiary
letter, we are revising and consolidating the pamphlets which
explain the appeals provisions under Medicare. We are also
developing a new pamphlet to better educate Medicare
beneficiaries and their families regarding hospital stays under
PPS. The 1986 edition of Your Medicare Handbook has already been
revised to include additional current information on a number of
relevant topics, including appeal rights, PPS and the role of the
PRO. We have issued "Medicare/Medicaid Notes" to beneficiary
groups to explain, among other topics, PPS and their appeal
rights. We are also providing these "Notes" to the
Administration on Aging for distribution to their Area Agencies-
on Aging.

Finally, we have included in the 1986-1988 ORO scope of work a
comrrmunity outreach program to help beneficiaries understand the
.role of the PRO and their appeals rights. We will also continue
to work with groups interested in developing informational
publications on the appeals process. We will continue to use
every avenue available to us to assist our beneficiaries in
becoming their own best advocate.

RESEARMl EFFORTS

We also have many research activities in the area of quality.
One of these studies, being conducted by our Office of Research
and Demonstrations, focuses on the effects of PPS on a broad
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range of patient care outcome and hospital utilization
indicators. Among the indicators being studied are: discharge
rates, hospital days of care rates, length of stay, population-
based mortality rates and posf"6dmissiohi mortality rates.

We have contracted with health care research firms for completion
of four other research projects:

o A study by the Corrmission on Professional and Hospital
Activities to measure the general effects of PPS on the
quality of inpatient hospital care, primarily by examining
changes in hospital usage and treatment patterns and their
effects on inpatient and discharge status;

o Two studies by the_BUnd Corporation:

A study to evaluate the impact of PPS on the quality of
care by assessing potential effects on changes. in
inpatient hospital treatment patterns through a
thorough examination of the medical record, and
resultant health status outcomes; and

A study to develop improved methods for monitoring
hospitals on an ongoing basis.

o A study by the Urban Institute to evaluate PPS quality
impact on ESRD Medicare beneficiaries, a subset of the
Medicare population generally assumed to represent an
unusually high medical risk group.

o A study by Duke University and the Urban Institute of
changes brought about by PPS on the use of Medicare services
by the chronically impaired elderly, a sub-population who
may be in particular need of post discharge services.

Additional quality of care studies include:

o A study by the Northwest Oregon Health Systems, currently
underway, to develop a method for measuring patient health
status at the time of hospital discharge. This study will
help us understand the functional status of patients at
discharge and give us soirr insight into the type of patients
who may require post-hospital care and the level of this
need. Wile the instrument is not intended as a patient
management tool, it may ultimately he used to determine the
impact of PPS on the health status of patients at discharge,
and;

0 A major stucdy is also k'-rng p'lann-d by HCFA, in coordination
with the Assistant Secretary for Planning and Evaluation
(ASPE), to deter-rine the need for post-hospital services and
the availability of these services. This stud) would look
at the appropriateness of post-hospital care services,
potential barriers to these services, program and benefit
costs as well as out-of-ock--t--cost-s for beneficiaries.

There has also been concern about the need to adjust the PPS
payment rate, under diagnosis related groups (DRGs), to account
for severity of illness. In developing the payment rates, we
took into account data approximating the cost of medically
necessary care for classes of patients with unique conditions
through the use of DRGs. Outlier payment provisions were made
for extremely long stays or high cost cases. We do, however,
have underway several studies focused on the refinement of PPS.
We want to know, for instance:

o If the outlier payment process is sufficient,

o The degree to which DRGs properly account for severity; and

0 If there are significant, systematic differences between
teaching and nonteaching hospitals in the complexity of
diagnoses and severity of illness within DRGs.
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Building better measures of severity, howeeer, requires
information that is not systematically captured in most hospitals
and currently does not exist in national data sets. It should
also be noted that the research cormnunity is far from consensus
about what variables, in what cornbinalt:on, represent patient
differences which should be recognized in a payment system. ,e
are cormiitted to maintaining the necessary research empl.asis to
answer the question of whether severity of illness data can
better account for case com: plexity than the current system.

CONCLUS IlMI

As my brief outline has indicated, activities to assuring quality
of services and examining ways to improve quality is a rriajor
focus of -CFA. Every familyy in this country, including my own,
is touched by the Medi.2are program. A major role of HCFA is to
assure that the aging and disabled continue to receive high
quality care. As Administrator, I ani cornnitted to focusing my
efforts in this area. I look forward to working with )ou, Mr.
Chairman, and the members of this connittee to advance our shared
goal of ensuring that every Medicare patient receives high
quality, medically necessary care. I will be happy to answer
your questions.
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Senator DURENBERGER. Bill, there is a chart that is repeated in
various parts of this testimony, and I assume it to be factual be-
cause it is part of the investigation or research on this issue, that
30 percent of the PRO's had not referred any cases to HCFA for
appropriate corrective action in a year and a half. PRO's, it is al-
leged-in some cases at least-do not correct quality problems
when they are found. What is your reaction to that allegation?

Dr. RoPER. I think the problems you cite are among those that
have led us not to renew a number of the PRO contracts. That is
why we are working with them to try to improve their efforts in
these areas.

Senator DURENBERGER. So, do you have-any other way, other
than through the PRO, to determine the appropriateness or inap-
propriateness of the quality of care that is being delivered?

Dr. RoPER. The PROs are the mechanism that we have at hand.
Yes, sir.

Senator DURENBERGER. The PRO's are the only mechanism you
have?

Dr. RoPER. I want to be clear that the basic quality control mech-
anism is the professionalism of the doctors and hospital managers
out there. I think the PRO's are a useful adjunct, but we funda-
mentally depend on professionals providing quality care. The
PRO's are a useful tool, but I don't think we can have medical
management by committee, especially medical management by a
committee at long distance. So, we are trying to provide assistance
and some oversight, but it is not a perfect solution.

Senator DURENBERGER. I think we will find during the course of
the morning that some of the experiences of the PRO's will indi-
cate that they see more problems in what they call lack of profes-
sional standards on the part of the medical profession than they
find premature discharge or that sort of thing. Would that conform
to your general knowledge of the contributing factors to the quality
of medical care in this country as well?

Not you, of course, in your days, but [laughter].
Dr. RoPER. If I understood the question, it was what my comment

is about, an assertion that lack of professional standards among
physicians is the greater contributor to quality problems.

Senator DURENBERGER. Than is the premature discharge from
the hospital. That is, if you went across 2 million admissions today
and you measured the adverse consequences in quality terms to a
atient who had a disease or an injury when they went into the

hospital. Would that conform with your own personal judgment,
plus your experience in this field, that probably more of the quality
problems are attributable to lack of professional standards on the
part of a medical practitioner of one kind than a hospital which
forced the too-early discharge of a patient?

Dr. RoPE R. That is a tough choice to make. I don't think we
suffer in general from a lack of professional standards. I think the
idea implicit in that is that we can somehow construct national
norms for how to treat patients. For example, in the legislation
that created PRO's, Congress had the wisdom to point out that
there ought to be locally and regionally generated criteria for
making judgments. National norms, while useful in treatment of
some diseases clearly understood to have only a single treatment
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protocol are useful; but in general, I don't think we suffer from a
lack of national norms on medical treatment.

Senator DURENBERGER. In a paper that was prepared for this
hearing by the Congressional Research Service, they talk about
health professionals who have defined measures of quality in three
categories: structural, process, and outcome. Structural being facili-
ties and staff, which is usually overlooked by professional associa-
tions; process being a set of activities related to patient treatment,
such as prescribed medical procedures; and that process is the pro-
fessional norm or practice.

And what I want to explore, after Max has a chance to ask you
some questions, is what your view is or will be on the larger issue
of quality-the large issue of quality-because-in fact, I am going
to ask you a question that says: From your experience, or that of
Phil or anybody else at HCFA, would you not think that, while we
perhaps have serious incidents of early discharges-quicker, sicker,
that sort of thing-have we not also improved the quality of care of
a lot of elderly Americans through the institution of a prospective
payment system in which we are doing things to change the profes-
sional standards and practice patterns of physicians in America so
that they are not taking out tonsils on everybody under 14 in cer-
tain communities in this country, or they are not taking out cata-
racts or doing surgery on eyes that don't have to have surgery done
on them?

That they are not doing excessive and harmful intrusions into
the bodies of elderly Americans? That is the kind of question I
want to ask you later on.

Dr. ROPER. You said you were going to ask me later, but could I
respond briefly now? My conclusion is that quality has improved
dramatically, in recent times across our health care system. Think
what we are here today talking about are some consequences of the
prospective payment system and what the impact of those conse-
quences are. But I, for one, would like to be on the record as saying
that it is my judgment that quality in general is better. What we
have to deal with is rather like unemployment statistics. Unem-
ployment is down; that is cause for good news and general rejoic-
ing. But as long as there is one person who wants a job and can't
have it, we ought not be content. And similarly, we ought to be
pleased at the improvement in quality, but as long as there are
some problems, we ought to be dealing with them.

Senator DURENBERGER. Yes. And our problem is that the process
we are choosing to drive down unemployment is forcing certain
people out of work; and we want to examine what kinds of people
are being forced out of work, in effect, and why, and see if we can't
remedy that; and I understand what you are saying about the pur-
pose of this hearing.

But part of the reason that I said you don't solve this quality
problem with one hearing is that sometimes we lose sight of the
fact that at least some of our view of what we are about here, is
improving the quality of health care-not trying to detract from it.

Dr. ROPER. If I could just add one other comment, as an out-
growth of your relaying the comments from the Congressional Re-
search Service, I think to the greatest extent possible we need to be
focusing on the outcome of health care services. Surely, it is useful
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to look at process measures and structural measures; but finally,
what we are all interested in, I think, is "Do patients get better
over time?" And that is what I am interested in focusing this con-
ference on in the fall. How good are the measures that we have?
How can we statistically quantify quality? As a commodity we need
to be able to measure it so that we are not just giving subjective
estimates.

Senator DURENBERGER. Thank you. Senator Baucus?
Senator BAucus. Dr. Roper, where do we have to improve in our

quality of health care?
Dr. ROPER. Where do we have to improve?
Senator BAUCUS. Where are there some deficiencies? Where are

there some soft spots? Where should the improvements be? Are
there any?

Dr. ROPER. Sure.
Senator BAUCUS. What are they?
Dr. ROPER. I am hearing a concern in general expressed about

the care that beneficiaries are receiving after hospitalization, and
that is one of the--

Senator BAucus. I am sorry. Could you speak up?
Dr. ROPER. The immediate posthospital period, I think, is a coh-

cern that has been raised that on which we are focusing attention.
Senator BAucus. By that, do you mean premature discharges?
Dr. ROPER. Well, the term "premature" indicates that it is inap-

propriately early. I think certainly we are having earlier discharge,
and the concern is over the care that patients are receiving after
hospital discharge.

Senator BAUCUS. So, perhaps the postdischarge care is not as at-
tentive or the quality is not as good as it perhaps should be?

Dr. ROPER. That could be. Yes, sir.
Senator BAucus. If that is the case, what do you think we should

do about that?
Dr. ROPER. In my statement, I talk about what I think is the

longer term answer, and that is providing a seamless system of
continuum of care-prehospital, hospital, posthospital-under a ca-
pitated framework. That is the answer.

Senator BAucus. Now, does HCFA or HHS have a recommenda-
tion that fulfills that?

Dr. RoPER. Yes, sir.
Senator BAucus. I am sorry; I probably missed that. What is it?
Dr. ROPER. We are implementing, through the use of the TEFRA

HMO/CMP option, the use of capitated plans, plus we have a bill
before the Congress that Senator Durenberger introduced that
would greatly expand that alternative.

Senator BAUCUS. Yes. We talked about this earlier.
Dr. ROPER. I hope we continue to talk about it.
Senator BAUCUS. About a month ago. And I am all for new ideas,

but I am not sure that this is going to work out too well in some
rural areas, frankly.

Dr. Ropin. As I mentioned in my.bearing, Senator, there are
many different kinds of capitated health plans. While it may be
true that there are not traditional closed panel HMO's proliferat-
ing in rural areas, there are other kinds of HMO's, typically indi-
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vidual practice arrangements and others being started and growing
in rural areas now.

Senator BAucus. Where else can we work to improve the quality
of health care? What about PRO's? You yourself said you didn t
renew the contract in several cases because certain organizations
were not doing their job. What can you suggest that Congress do or
that HCFA do to improve the quality of PRO's?

Dr. ROPER. What we are doing right now is changing the scope of
work for the second round of the PROs' existence. They have been
around about 2 years now, and we are focusing relatively less at-
tention on utilization questions and putting more of the scope of
work attention on quality issues: readmissions within 15 days; ap-
plying a generic quality screen to all cases that are reviewed; and
instead of screening a number of patients across all hospitals, we
are focusing most of our attention on hospitals with problems and
doctors that are having quality problems.

Senator BAucus. Could you tell me a bit, too, about your patient
rights notice?

Dr. ROPER. Sure.
Senator BAucus. As I understand it, it gives a letter to patients

informing them of their rights; and I am just curious -as to how
well that is working and how well that has'been received by pa-
tients, physicians, and hospitals.

Dr. ROPER. In general, we are extending our efforts to make
beneficiaries aware of their coverage, their benefits, and their
rights to make sure that they are adequately informed. We have
just redone the Medicare handbook. We have just sent a notice to

- all the intermediaries for them to pass on a letter to Medicare en-
rollees. We want to make sure that they are aware of what their
rights are.

Senator BAucus. Are these letters being given to patients?
Dr. RoPER. Yes, sir.
Senator BAUCUS. I have one that is dated May 12, 1985, a mes-

sage from Medicare, and it lists certain rights. So, tlhat letter is
being distributed?

Dr. RoPER. That letter is, but some more recent ones are as well.
Senator BAucus. All right. And again, what is the reception?
Dr. ROPER. The reception by beneficiaries?
Senator BAUCUS. Yes. What is the impact of this? Has it been

helpful or not?
Dr. ROPER. It has stimulated a much better informed beneficiary

population, and I think they are asking questions as they should.
Senator BAUCUS. So, it is working?
Dr. ROPER. Yes, sir.
Senator BAucus. All right. As I understand it, the recommenda-

tion for Medicare payment increases to hospitals is one-half of 1
percent for next year. Is that correct?

Dr. ROPER. Yes, sir.
Senator BAucus. Did the administration earlier recommend a

higher percentage?
Dr. Ropm. In the February budget of the President, there was a

2-percent placeholder for the update factor.



87

Senator BAUCUS. And that has been reduced from the 2 per-
cent-that is, the recommendation has been reduced from 2 per-
cent-to one-half of 1 percent?

Dr. RoPER. The regulation published today has a one-half of 1.
percent increase.

Senator BAUCUS. What is that going to do to small rural hospi-
tals, already operating in the red?

Dr. ROPER. I think the major reason that Secretary Bowen and I
went with the one-half of I percent is that we felt that it is what
was needed to ensure quality in the system, both rural and urban
hospitals.

Senator BAUCUS. All right. Mr. Chairman, if I might, I would like
to ask just one question? Do you know---

Senator DURENBERGER. You can follow up on- that one, Max.
[Laughter.]

Senator BAucus. Do you know what the Prospective Payment Re-
imbursement Commission's reaction is to that administration's
change in hospital reimbursement?

Dr. ROPER. You mean what is their response to the one-half of 1
percent?

Senator BAUCUS. Yes.
Dr. RoPER. They will be rendering a formal response later this

month to the whole proposed regulation. I talked to Stu Altman,
the chairman of the commission, and to Don Young, the staff direc-
tor, and I think they are going to be examining our reasons for
going to one-half of 1 percent. They haven't given a formal re-
sponse yet.

Senator BAUCUS. Do you know wiat their informal reaction is?
Dr. ROPER. I think they are anxious to look at our numbers.

[Laughter.]
Dr. RoPER. This is not a number pulled out of the air. The techni-

cal justification was there to go below zero, and we chose to go
higher because we thought it was needed for ensuring quality of
the system.

Senator BAUCUS. Are you saying that they think the payment
should be below zero?

Dr. ROPER. Am I saying that the commission does?
Senator BAucus. Yes.
Dr. ROPER. No, sir.
Senator BAucus. Well, I think you have answered the question,

frankly. I must just tell you-and I don't know that you know
this-but if you do go to rural America-and by rural America, I
mean not only eastern rural America, I mean western rural Amer-
ica-there are vast distances in the West, very vast. And it is in-
credible to me-well, it is not incredible-how important smaller
hospitals are to people who live in those communities, and there
are many of them in the country.

In many cases, they are the largest employer or the second larg-
est employer. You know, they are the soul, if you will, of the com-
munity because, when small rural hospitals go, the communities
go. Physicians obviously can't practice there, and people leave. And
that is particularly troublesome today because of the problems
facing agriculture in America.
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Rural America is already suffering, and I just strongly advise
you, when you look at the quality of health care, to also specifically
focus on the quality of rural health care because there is a major,
major difference between the quality of rural health care and the
problem of the quality of healh care generally in the country. You
yourself said a little earlier that you can t establish national
norms. They can't be too rigid in applying the same standards na-
tionwide. I agree with you. I fully agree with that.

Dr. ROPER. Sure.
Senator BAucus. Because I particularly see it in rural America.

If you want to have a part of helping that part of the country, then
you have to pay specific attention to that part of the country and
specific attention to the quality of health care in rural America.

It is not an issue that I am going to let up on, and I don't think
that Senator Durenberger is going to let up on.

Dr. ROPER. I don't expect you to.
Senator BAucus. And the sooner the administration faces up to

it to find a solution, the better off we are all going to be.
Dr. ROPER. Let me just respond to that. I know you all held a

hearing May 9, and I didn't get confirmed in time to visit with you
on that, but I know we will be discussing the issue of rural hospi-
tals and rural health care over the future. There is, in the statute,
a different payment rate for rural hospitals and urban hospitals.

Now, if there is a general concern about low payment rates to
rural hospitals, it basically arises because of that differential.
There are some points in the statute that attempt to address rural
hospitals: sole-community providers, rural referral centers, and
swing-beds, et cetera. We have been over that before. My concern is
that we not say quality is a problem, therefore, the answer to it is
a uniform add-on to all hospitals or all rural hospitals because that
will solve the problem of quality.

I think there is very scant evidence, if any, that simply more
money across the system is going to improve the quality of care. In
fact, in 1984, the first year of PPS, hospitals maximized profits as
they legitimately should have and shortened lengths of stay.
Ad ing more money on the top will not cause them to broaden
their length of stay. I think the issue that this hearing in particu-
lar is focusing on is what happens after people are in the hospital,
not in-hospita stays.

Quality is good while people are in the hospital.
Senator BAUcus. When did you say your committee to develop

standards is going to report back to you? At the beginning of your
statement, you said you asked some group--

Dr. ROPER. We are going to have a conference this fall on the
issue of measuring quality.

Senator BAUCUS. Now, when do you think you will develop stand-
ards that will measure quality?

Dr. ROPER. There is some research available now. When that can
be refined, I think is up to the academic researchers.

Senator BAucus. Do you have a timetable?
Dr. RoPE. As soon as possible.
Senator BAucus. But do you have a date, like Christmas?
Dr. ROPER. I think it is a question of trying to improve where we

are at every point--
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Senator BAUCUS. I asked the question because nobody really
knows-what the standards are or should be. To some degree, we are
all talking about fluff and air. I think the more we in the adminis-
tration have developed certain standards, and the more that we in
the Congress and, to a large degree, the physicians, the hospitals,
and the patients in the country agree with those standards, then
we have a better idea and know what we are talking about. Other-
wise, we have less of an idea of what we are talking about.

Dr. ROPER. Let me try to amplify on a point. I am not saying we
need better standards. I am saying we need better measures of the
outcomes, better measures of quality; and to that end, we need to
look at how sick patients are when they enter the system and how
sick they are when they come out, and .how much time has elapsed.
The rate of improvement over time is the best measure we have of
quality.

It is not a very good one, and that is why I want to have this
conference and focus our research efforts on measuring quality.

Senator BAucus. All right. Thank you.
Senator DURENBERGER. Ladies and gentlemen, first, I want to

correct an error I made. Jean LeMessurier, who is on our staff, did
that excellent paper I quoted earlier. I am used to seeing CRS re-
ports in the front, but Jean has been on the staff now for a few
months. She produced it. It is terrific. I recommend it to all of you.
I don't know how many copies we have, but I am really proud of
this little staff. There are only three people working on this on the
subcommittee staff, and in the two talents [laughter].

Janet and Jean, and Ed is their inspiration. Where is he now?
Did you get rid of him? But we have fewer people on the subcom-
mittee staff than there are lobbyists just in the front row here
today. [Laughter.]

And we have two on the minority side, and we are very proud of
those people. One? Is that it? [Laughter.]

Packwood is a bigger cheapskate than Dole. [Laughter.]
Bill, on the 2 percent, or 1 half of one percent issue that Max

raised with you, just maybe by way of an observation on your
thesis, I understand the thesis. And the thesis is that the solution
to the problem is not to spread more all the way across the board.
And I can really understand that when I see the inspector general
is now telling us that the hospitals made $5 billion in profits, or
something like that, last year off the DRG system.

Dr. ROPER. That was 1984 riata.
Senator DURENBERGER. Yes. 1984 data. I understand he is not

able to be here today to defend his $5 billion profit allegations.
But I can see where you have something like that, on the one

hand, and on the other hand, you have the theory that you can't
solve the problem just with money-and I sure agree with that
theory-that we lose sight of what Max is saying, which is a good
example-and that was at a hearing that you couldn't be at be-
cause you weren't confirmed.

The head of the PRO from his State-a doctor whose name I
should remember because he has been at this since the mid-1970's
with a PSRO-he came with a map of the United States of Amer-
ica, and he took the Montana-Wyoming off the map, and he moved
it over to the east coast where it went from Chicago to the coast
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above Washington someplace-New York, I don't know where-
and all the way down to the North Carolina-South Carolina border.
And when you and I think about rural, you know, we are thinking
about real little towns and Hill-Burton hospitals and things like
that. When he thinks about rural, that is the wide-open spaces; and
folks have a long way to go. And not only that, but hospitals are
different in the sense that they have traditionally been health de-
livery systems. Now, whether it is done by horseback or whatever,
there are some very unique kinds of outreach, you might call it,
activities that are going on.

That is only by way of saying-and I am sure Idaho is the same
wa--

Dr. RoPER. I have heard from Senator Symms about that.
Senator DURENBERGER. But that is only to say that the question

is whether you begin to address rural problems by continuing the
modifications of the payment system as among various kinds of
health delivery systems or you begin by chopping everybody down
to one-half of 1 percent. And I think where you and I differ is that
I would start by trying to modify the distinctions between various
kinds of rural hospitals and urban hospitals and so forth, rather
than starting with one-half of 1 percent and then later on coming
to the modifications because we do, all of us, have hospitals that
are terminally ill but not because of the reimbursement system.

Everybody blames the reimbursement system for that. That isn't
true. It is tiot because of the reimbursement system. It is because of
the change in the delivery of health care. It is because high quality
medicine means we are going to the big town for the big operation
and that sort of thing. But there are a whole lot of other things out
there that those places have to do or they don't get done, and you
don't have any quality because you don't even have any access.

So, if we disagree, and we will disagree on this issue of the 2-per-
cent increase versus the one-half of 1 percent, it is because there
are a lot of hospitals out there that are going to be in great pain if
they don't get adequate reimbursement-and we know at the same
time that a lot of teaching hospitals are going to get rich unjustly.
We all know that, so you and us and your very capable staff need
to be working very hard-and maybe we can even do something
this year-on modifying that rural side of that rural/urban split,
maybe putting greater attention on the definition of regional refer-
ral centers or something like that.

And I think that we all know that, when you put in definitions
of sole-community provider or regional referral center, then you
are going to have to meet this criteria and that criteria.

Dr. ROPER. Sure.
Senator DURENBERGER. Maybe we ought to forget about some of

those really nitty-gritty little criteria and come up with something
that reflects reality.

Dr. ROPER. One of the points you made, our regulation as pub-
lished today will propose lowering the threshold of the number of
admissions to become qualified as a rural referral center. So, pre-
sumably, more hospitals will be able to qualify under that regula-
tion.

You make some very good points, and I appreciate your guid-
ance. In general, about the one-half of 1 percent figure, I would just



91

say we published a notice of proposed rulemaking. We have invited
comment in a formal way, and I can assure you we have gotten
some comments already; and we will look forward to working with
you over the summer.

Senator DURENBERGER. I am going to submit some questions in
writing because of the shortness of the time; but we need to get at
the heart of the PRO issue, I think.

Dr. ROPER. Yes, sir.
Senator DURENBERGER. It has been raised by a number of the

opening statements by some of our colleagues; and you have
changed your statement on this from the first time I read your
statement. I just want to read you your first statement-and lam
not trying to catch you in anything here, but it is the one I remem-
ber.

Dr. ROPER. All right.
Senator DURENBERGER. You. go through, in that statement, the

pressure on PRO requirements. We like the PRO generally and we
have been adding a lot of things we would like them to do, includ-
ing the latest, new responsibilities under our COBRA.

You say, "These questions are underscored-the questions being,
can they handle all this work?-by the fact that three PRO's were
terminated during the initial contract period, and 16 of the 31
PRO's that have been evaluated were not automatically renewed
for the 1986-88 contract period because of their inability to meet
performance standards."

Now, this is the quote that we all need to come to grips with:"We do not yet have a stable core of organizations to perform the
review functions currently required of PRO's."

It appears to have been your judgment-and I don't know if it is
repeated in your revised statement-so, I will just ask you if it is
your judgment--

"We do not yet have a stable core of organizations to perform the
review functions currently required of PRO's." Now, if that is true,
then before we start loading other responsibilities, we have to
think whether or not it is appropriate to do that, or whether we
should wait.

Obviously, I read the authority of the PRO's-since I wrote it-to
be rather broad; and I don't see that you all are giving them all the
things to do that we authorized. So, you must have some very good
reasons for not pushing them too far too quickly. Now, we would
like them to be looking at this continuum of care. We would like to
push them into part B and into outpatient surgery and the whole
outpatient department. We would like them to take on a variety of
those sorts of things. But at least when your first statement was
prepared, it was your judgment that they couldn't do that.

And this is apart from George's question, as to whether or not a
Rhode Island manager can come up and work with Maine doctors.
I happen to think maybe they can. I mean, if they are good manag-
ers--

Dr. ROPER. They use Maine doctors--
Senator DURENBERGER. But your point still is there has got to be

some organizational ability, and you have to be able to deliver a
rather significant service. Let me stop right there and ask you
to--
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Dr. RoPER. You asked if that was my judgment. It is my judg-
ment, Senator. We have gone through a very quick startup period,
the first 2 years of PRO's. We are now switching the focus largely
from utilization to quality. You all are asking us to take on some
new duties as a result of COBRA, and I think your additional ques-
tion is: What about giving some more duties? My judgment is we
would like to stabilize the system before we add more things.

Senator DURENBERGER. And in my questions, I suppose what I
am going to be asking you is how do you come to that judgment? I
have known Phil since I have been around here, you know, and he
is a smart guy; but I wonder on what basis you all are coming to
those judgments. If you set up realistic goals and objectives for
these people tb perform 2 years ago and they haven't performed,
then I can understand it. If there was some lack of realism in what
you asked them to do, if they weren't accompanied by adequate in-
formation going out to a lot of the customers, do you really think
you are on safe ground in saying 16 out of these 31 organizations
demonstrate some substantial shortcomings in their organizational
ability to go and do the job?

Maybe they didn't do this or do that or do that, but does that
also mean they lack the organizational ability to do this job?

Dr. ROPER. Some of the ones that were not renewed were not re-
newed because they didn't document what they had done, and they
were not able to prove to us that they had done what they said
they were going to do. Those, we are putting up for competition,
but we expect the existing PRO in many cases to get the contract
and to continue to operate as the PRO for that area. It is, in many
respects, therefore, a question of documentation, not of operation.

But my general assertion is, while we are comfortable in many
areas, in some we are not; and we want to stabilize the system
before we begin instituting further change.

Senator DURENBERGER. Steve Symms?
Senator SYMMS. Thank you very much, Mr. Chairman and Dr.

Roper; and I apologize that I wasn't here for your opening state-
ment. As you know, I have worked with you, and I was disappoint-
ed that we were not able to get a demonstration project, so to
speak, or an example in Idaho.

Is it not true that if the rest of the Nation met the standards
that we do in Idaho that we would save about $12 billion in Medi-
care payments?

Dr. ROPER. That is the figure that you quoted to me in your
office, sir. I think it would be substantial. Whether it is $12 billion
or not, I haven't run the numbers. But you are right. Health care
services are used at a lower rate in Idaho.

Senator SYMMS. The concern that I have is that, with meeting
this standard, there is a lot of consternation in Idaho of the inter-
mediary group that did not come up with enough savings because
they were already at a standard that was way above the national
average, to keep the position; and so, they lost out and didn't even
rebid because they felt so chagrined about it. Do you have any hope
for Stateb Ehat have done a good job? What is their reward sup:
posed to be?

Dr. ROPER. There are two issues, Senator. One is the level of uti-
lization of health care services, and they are very low in Idaho. If
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the nation would follow Idaho's example, we would save a bunch of
money.

The other question, though, is whether the bills that are being
paid in Idaho or anywhere else are being paid appropriately and
the function that we disagreed with the intermediary about in
Idaho was thut they did not intensively enough monitor the bill
paying process. But you are right; they chose not to reapply to be
the intermediary.

My staff has met with your staff about the idea of a demonstra-
tion in Idaho, and we are working on that still.

Senator SyMMS. So, you think that is still a possibility?
Dr. ROPER. A possibility? Yes, sir.
Senator SyMMs. How about the PRO in Idaho?
Dr. ROPER. Since the intermediary was the PRO, there will be

another PRO since Blue Cross has dropped out.
Senator SyMMS. And where will they come from?-
Mr. NATHANSON. We are conducting an open competition, and we

do have a bid. We really can't discuss it because we are in negotia-
tions right now.

Senator SyMMs. I just think we need to take advantage of the op-
portunity-this is more of a statement than a question-but I just
want to encourage you to try to use the same standards for the rest
of the country. When they get up to where they are doing as well
as we are, then I wouldn't, feel bad about having the intermediary
changed or whatever to meet the standards. But it appears to me
that we are doing a very good job in our State. And I have felt that
the medical profession in the State have delivered services and
have been very sensitive to those costa. And somehow in the giant
bureaucracy of HCFA and so forth, they feel very chagrined that
they got run over, and I just want to say that.

hen, on the other question, is there anything in your plans to
change the language in the letters that go to patients who are on
Medicare who go to the doctor, get a doctor's call at the office, and
then they get this letter that tells them that the doctor over-
charged them? I think the Medicare will pay like $12.00 and the
doctor's call may be $25 or $30 or something. Do you have any
plans to change that?

Dr. RoPER. I will sure look into that, sir. I am not aware that we
are telling people that a doctor is overcharging.

Senator SYMMS. It is the tone of the letter; it is the impression.
And in my opinion, it drives a wedge between the doctor and the
patient, and that is bad for medical care in the United States for
the long run.

Dr. ROPER. Sure it is.
Senator SyMMS. We need to have a good personal relationship

wherever possible between the physician and the patient. And it
concerns me that when the Government writes the letter out there,
they give the impression in the letter that somehow the physician
has overcharged the patient, which is not the case. We simply don't
have enough money to pay the entire bill, and the patient is being
asked to pay a portion of it. But I think that is an area where just
the tone of the letters could help on this problem and help for the
future. I would sure hope that, as a physician yourself, you would

63-57 0- --- 4
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be very sensitive to that and get your staff to show you all those
letters.

Dr. RoPmR. I will.
Senator SyMMS. I have patients who are constituents of mine

who grab me at the local fair or somewhere and say that they are
really upset because these doctors are overcharging. Well, they are
not overcharging. They are charging what they have to charge to
keep their nurse in the office anddo the various tests and so forth.
There is a market there, too, and they are in competition with
their other physicians.

I just hope we would be careful about that, to not make the situ-
ation any less personal than it is already getting to be.

Dr. RoPMR. I will take a look at that.
Senator SyMMs. Thank you. Thank you, Mr. Chairman.
Senator DURENBERGER. Thank you, Steve, very much.
John Heinz, we introduced you about an hour and 15 minutes

ago as the person who is really responsible for our coming together
here today and for your demonstrated concern individually as
chairman of the Committee on Aging, in just watching this pro-
spective process for the 3 years it has been in effect. So, we are
glad tha' you were able to get away from the President long
enough to come by.

Senator HEINZ. Mr. Chairman, first, I want to commend you for
holding this hearing. And you are quite right, this has been a con-
cern of the Committee on Aging for quite some time; and you are
also correct that the House and Senate Republican leadership were
down at the White House, and we just adjourned.

I regret that Dr. Roper's testimony was not available until very
late last night. Frankly, I hope, Mr. Chairman, that in the future,
our witnesses will submit their testimony in advance, according to
the rules as they are supposed to do.

As a result, I am not particularly comfortable with scanning all
of Dr. Roper's testimony at sight, and then asking copious ques-
tions. Let me just ask this. If it would be agreeable with the com-
mittee, I would like to pose a few questions to Dr. Roper, and then
at the appropriate time make a few brief remarks, by way of testi-
mony, and take you up on your scheduling of me as a witness.

Senator DURENBERGER. All right.
Senator HEINZ. Dr. Roper, it is nice to see you again.
Dr. RoPER. Good morning, sir.
Senator HEINZ. Is there a reason that you can't get your testimo-

ny in earlier? [Laughter.]
Dr. ROPER. I take your admonition to heart, sir. It will not be

late next time.
Senator HEINZ. Why couldn't you get it in?
Dr. ROPER. You may be aware, Senator, that we have been doing

some other things-publishing a regulation, for example. And it
was tardy. It will be on time next time.

Senator HEINZ. As you know, I have been in touch with you and
the Secretary regarding the data base for assessing quality of care
under PPS and the need for additional data for that purpose.

Dr. RoPER. Yes, sir.
Senator HEINZ. And also to evaluate the various successes of the

prospective payment system and its deficiencies or shortcomings.
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Now, just let me ask you a general question. Do you believe we
have any quality shortcomings now that we! didn t have 4 years
ago? Are we better off today in terms of quality than we were 4
years ago?

Dr. RoPER. Yes, sir; we are very much better off.
Senator HEINZ. In quality?
Dr. RoPEs. Yes, sir.
Senator HEINZ. Have you got an information to prove that?
Dr. RoPER. In general, the morbidity, mortality statistics in the

Medicare population continue to improve. Things are better. As I
indicated before you came in, there is some concern that has been
focused, largely through your efforts, on the immediate posthospi-
tal period; and we are putting in place data gathering efforts to
focus attention on that.

Senator HEINZ. Are people being discharged sicker add quicker
today than they were 4 years ago?

Dr. RoPER. The length of stay has shortened and earlier dis-
charge is happening. Yes, sir; that is the incentive built into the
prospective payment system.

Senator HEINZ. So, the answer to that question is "Yes"?
Dr. RoPER. I prefer not to use "sicker and quicker." I understand

that many people do, but some people are being discharged more
severely ill than they used to be. Nobody should be discharged in-
appropriately, and that is what we are trying to focus our attention
on.

Senator HEINZ. I think it is legitimate to make a distinction be-
tween inappropriate discharges and the question or issue of wheth-
er people are, in fact, being discharged sicker and quicker. I think
most of the statistics strongly support the proposition that they
are, and it is not necessarily bad. Under certain circumstances, it
can be.

So, your answer is now that I have qualified it-
Dr. RoPER. Sure.
Senator HEINZ. And rephrased the question-the answer is yes?
Dr. Roa. Yes.
Senator HEINz. It shouldn't be this hard.
Dr. RoPEs. I agree.
Senator HEINz. Do you believe that there is an increase in the

incidence of inappropriate discharges under PPS?
Dr. RoE. No, sir.
Senator HEINZ. Have you got the statistics to back that up?
Dr. RoPER. We are aware of between 3,000 and 4,000 cases a year

that appear to be inappropriate by early discharges. That is not an
increase over previous years.

Senator HEINZ. The 3,000 to 4,000 is or is not based on a sample?
Dr. RoPER. I think it is based on a sample.
Senator HEINZ. And what information are you comparing that to,

say, pre-1983?
Dr. RoPER. Comparing it to a general estimation; comments of

thoughtful observers on the system.
Senator HEINZ. With all due respect, Dr. Roper, what you are

saying is that we have this sample and it says that 4,000 people
that we know about were inappropriately discharged, and we guess
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that that is no better or worse than before. But the fact is you have
no idea what the situation was before. Isn't that right?

Dr. RoPER. As I mentioned before you came in, sir, one of the
mjor efforts that we are going to put in place is measuring quality
of care now and in the future. Data in the past are either nonexist-
ent or are not good quality.

Senator HEINz. Why did HCFA decide to limit the MADRS data
base from 1982 forward?

Dr. Ropna. MADRS, Medicare Automated Data Retrieval System,
is a very important and a very complicated effort. And since you
are familiar with it, you will know that it has taken us longer than
we had anticipated to get it in place. The judgment to go with 1982
and forward is simply a desire to get the system in place quickly
now and get on with collecting data for the future.

Senator HEINZ. If you had historical data, wouldn't that help
answer definitively quality of care and health care delivery ques-
tions such as those that I have posed to you?

Dr. RoPER. More data would be more useful. Yes, sir.
Senator HEINZ. What is the basis for HCFA's decision to have in-

dividual PRO's during the next contract cycle prepare their own
software for automated monthly and quarterly review activity re-
porting to HCFA, rather than having a systemwide software pack-
age which can be added to or subtracted from? Why did you opt to
have each PRO develop its own software? Am I correct on that?

Dr. ROPHR. For a simple reason: They have different hardware,
and a single set of software would not run on all the hardware
units. We have put in place, though, standards so that the data col-
lected will be able to be analyzed nationwide. It is not a problem of
a lack of comparability; it is rather that the hardware is different,
so it takes different software.

We will be able to do what you have in mind with the system we
have in place.

Senator HEINZ. Are there really that many different kinds of
hardware?

Dr. RoPER. Yes, sir. Different computers, different manufactur-
ers, different-Yes, sir.

Senator HEINZ. And it is still more efficient, rather than writing
a master software program and having that translated into the lan-
guage of the various hardware manufacturers? Ultimately, it
means translating it into the machine language, anyway. You are
saying that it is still better to make everybody reinvent the wheel?Dr. Ropsa. No, I am not saying that at all. I am saying what we
are after is a nationwide system of intelligible data that can be
analyzed. Our judgment is that a single software application is not
the best end to that.

Senator HEINZ. On May 12, Senator Durenberger, Senator
Chafee, and myself sent Dr. Bowen a letter detailing, with quite a
bit of specificity, the information issues that we believe need to be
addressed with respect to the prospective payment system by HHS.
Has that letter been received?

Dr. Rop. Yes, sir.
Senator HINZ. What are your plans to respond to that letter?
Dr. RopaR. We are developing responses to the five or six specific

questions that you had in place, and we will be responding shortly.
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Senator HEINZ. By the end of the month?
Dr. RoPER. Yes, sir. I have oral responses to those now, if you

would like to go over them.
Senator HzINZ. I don't think we need to take the committee's

time, but I would welcome those responses for the record.
Dr. ROPER. Sure.
Senator HCINZ. I would ask unanimous consent, Mr. Chairman,

that we might put into the record our letter of May 12 and Dr.
Roper's answers to follow in the record immediately thereafter.

Senator DURENBERGER. Without objection, it is so ordered.
(The prepared letter and the response thereto follow:]
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May 12, 1986

The Honorable Otis Boven, N.D.
Secretary. Health and Hunan Services
200 Independence Avenue, S.W.
Washington, D.C. 20201

Dear Dr. Bowen:

We are concerned that the Department's research agenda for
assessing the effect of the Prospective Payment System (PP8) on
the Medicare program and its beneficiaries Is insufficient.

The Congress has received a study by the Office of
Technology Assessment (OTA), and a preliminary report from the
General Accounting Office (GAO), on the impact of Medicare's PPS
on hospital and post-hospital care. In addition, the Senate
Special Committee on Aging has carried out an intensive inves-
tigation of quality of care under PPS. These inquiries have
raised numerous questions about the Department's PPS evaluation
plans. We believe it is time for a major revision of those
evaluation plans so that policymakers villa have the information
needed to determine the effect of PPS on quality, access to
care, Medicare costs, and other aspects of our health care
system.

We believe that direct action on your part is necessary in
the evaluation arena. We have three primary areas of concern:

(1) Evaluation Plans. The Department did not develop, prior to
implementation of PPS, evaluation plans adequate for determining
the effect of this major change in the Medicare program. This
information gap must be filled. Both OTA and the GAO have
identified, for example, the Department's lack of baseline data
and appropriate methodologies for measuring changes in
beneficiaries' access to care, and in the quality of care they
receive.

We were disturbed, therefore, by testimony before the
Senate Special Committee on Aging by a former HCPA ad-
ministrator, vho stated that approaches for monitoring and
evaluation of the effects of PP3 on post-hospital care villa be
developed only when the expansion of PPS to home health and
skilled nursing home care is underway. Given the Department's
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current difftculties in evaluating the effects of PPS, it ap-
pears likely that a decision to delay the development of
baseline data and a methodology for measuring PPS effects on
post-hospital care will-produce damaging uncertainty about the
effects of any expansion of PPS to other providers.

(2) Medicare Administrative Data: Severe problems vith the
administration and organization of Medicare data are inhibiting
evaluation of the effects *f major policy changes on the full
range of Medicare services.

Both O A and GAO have reported that data are available at
HCPA which could be used to address the effects of PPS on the
use of, and expenditures for, Medicare home health and skilled
nursing facility services, and that such research can be done
in a timely and relatively inexpensive manner. In addition,
both GAO and OTA believe that HCPA's ability to produce evalua-
tive information would be enhanced by completion of the Medicare
Automated Data Retrieval Systems (MADRS). We appreciate the
time and expense needed to complete ouch a comprehensive data
file; however, the delays involved in this project's completion
seen excessive, particularly in comparison to its usefulness.

We are particularly concerned that current plans are to
complete this data file from 1982 forward, rather than from 1980
forward. According to GAO, this would seriously limit the
amount of pre-TEPRA information available for analysis, thereby
limiting the utility of the file for analyses which could help
explain the effects of ?EPRA and PPS. HCFA should give top
priority to improving the state of Medicare data so that impor-
tant analyses can be done in a timely and efficient manner.

(3) Structure of the PRO System: Basic flaws in the b.ructure
of the Peer Review Organization (PRO) system are limiting its
ability to produce information on the quality of care purchased
by Medicare. Review of hospital readalslons, currently the
primary mechanism which PROs use for ensuring the quality of
inpatient care to Medicare beneficiaries, io inadequate as the
primary measure of quality of care.

First, the limitations on the definition of a
Areadelssion," and the type of review employed by the PROe mean
that many aspects of care given daring the hospital stay are not
systematically examined. ?or example, rates of surgical com-
plications or latrogenic disease are not routinely monitored.
While the new PRO 3cope of Work will remedy this problem to some
extent, we remain concerned that the resulting data will lack
the necessary comparability for national evaluations of quality
of care.
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Second, PRO review in ineffective in its evaluation of the
appropriateness of hospital discharge Jecioions. Under the
current system, for example, a patient who was prematurely
discharged and died without returning to the hospital would not
be identified. similarly, while PROs attempt to determine
whether certain readmlessonn may have occurred au the result of
a premature discharge, they do not examine the possibility that
a patient needed but could not or did not obtain appropriate
post-hospital care.

Even if PROs do begin to review various aspects of the
process and outcomes of care in poet-hospital as well as hospi-
tal settings, these organizations do not perform their reviews
based on standardized criteria which could be compared and
analyzed for national or regional patterns. We are unaware of
any systematic effort on HCPA's part to create a usable PRO
research data base. HCFA has recently decided, for example, to
have each PRO develop its own software for monthly and quarterly
reports on review and sanction activity. This decision can only
result in a wide variety of formats and possibly even dis-
crepancies in the content of reports to HCFA. The central
office of HCPA should develop uniform software to shape the
content and forest of these vital reports from PROs. Without
reliable and uniform national data, we will be forced to make
decisions about the national Medicare program based upon noncom-
parable and non-generalizeable reports from the PROs.

Our goal i the timely development of useful and policy-
relevant information on changes tn health care services caused
by Medicare payment reforms. We believe that the Department
should develop a clearly specified evaluation plan, which incor-
porates the efficient and coordinated use of existing data, to
address the full range of Medicare services.

In closing, we would appreciate receiving your specific
response to questions that have emerged from the OA, GAO,
Finance Committee and Aging Committee inquiries into the effect
of PP3:

1. Why did HCFA decide to limit the WMADRS data base to
information gathered from lq8? forvari?

,. When will 4ADR" be -onpl.tei .'t 'r.!vv*s target
completion 4aten have paaal'e

3. What is the status of sny an3 all ova'.uation plans the
Department haa developed. or is 1vel:pin. tr the



101

1ionorstt~lo 1itt How.'n

effects of extending PPS to other Medicare financed services
(such as homo health and skilled nursing facility care)?

4. What in the status of any and all studies the
Department has underway or under development to identify the
impact of the inpatient hospital PPS upon access to post-
hospital services for the Medicaid eligible Medicare population?
When are ouch studie. scheduled for completion?

5. What i the basis for HCFA'o decision to have the
individual PROs, during the next contract cycle, prepare their
own software for automated monthly and quarterly review activity
reporting to HCPA? Why was the option of a uniform central
office software program for these purposes discarded? How will
this decision affect the ability of the SuperPRO to evaluate PRO
performance?

6. Please provide details on the proposed "after-care
study" to which the Department makes reference in its comments
on the 3AO PPtS pout-hospital care study.

We look forward to working with you on these issues and
stand ready to help in any way ye can to achieve an evaluation
agenda and work plan for the Department that responds to the
concerns we have outlined above. Please feel free to contact
either of us regarding this letter, or to have your staff com-
municate with Beth Puchs of the Aging Committee staff or Chip
Kahn of Senator Durenberger's staff.

?h.ank ynu for your tice and attention to this matter.

Sincerely,

FIKZ DAVID DURENBERGER
Ch rman, Special Chairman, Pinance Committee

4 mittee on Agi Subcommittee on Health

'JO11 H. CfIAFEEF
/Chairman, Pinanee oamit t ee
Subbmmittee on "Raxa o nd

(Ze management



102

lCad U Aae ,* OF
,-',ba4eW @t ##*

AU 22 

The Honorable John If. Chafe
United States Senate
Weahinton, D.C. t0510

Dwor Senator Chafee:

This Is in reponse to your letter of May It in which you raise a number of
questions about the Department's research agenda for asses the effect of the
prospeeve payment system (PPS' on the Medicare program and Its beneficiaries.
In your letter three major areas of concern are ouUined. These se: Evaluation
Plans, Medicare Administrative Data, and Structture of the Peer Review Organization
(PRO) System.

I am enclosing a detailed reponse to each of these areas, in turn, by clrifying
current plans and activities of the Department relovant to your concerns. I apologize
for the delay in preparing comments.

Similar responses have been sent to Senator Durenberger and Senator Heinz.

Sincerely,

Otis R. Bowen M.D.
Secretary

Enclosure
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The Honorable John Heinz
Chairman, Special Committee on Aging
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

This Is in reponse to your letter of May 12 in which you raise a number of
questions about the Department's research agenda for assessing the effet of the
Prospective Payment System (PPS) on the Medicare program and its beneficiaries.
In your letter three major areas of concern are outlined. These are: Evaluation
Plans, Medicare Administrative Data, and Structure of the Peer Review
Organization (PRO) System.

I am enclosing a detailed response to each of these areas, In turn, by clarifying
current plans and activities of the Department relevant to your concerns. I
apologize for the delay in preparing comments.

Similar responses have been sent to Senator Durenberger and Senator Chafee.

Sincerely,

Otis R. Bowen N.D.

Secretary

Enclosure
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The Honorable David D)urenb er
United States Senate
Washington, D.C. OSS0

Dear Senator Osurenberger:

This it in response to your letter of May It In which you raise a number of
questions about the Department's research agenda for assessing the effect of the
prospective payment system (PISI on the Medicare prograin and its beneficiaries.
in your letter three major areas of concern are outlined. Thee are: Evaluation
Plans, Medicare Administrative Data. and Structure of the Peer Review Or1anitation
(PRO) System.

I a n enclosing a detailed response to each of these areas. In turn. by clarifying
current plans and activities of the Depatment relevant to your conerns. I apologze
for the delay in preparing comments.

Similar respond es have been sent to Senator Iten: and Senator Chafee.

Sincerely,

Otis it. Bwen M.D.

Secretary

Enclosure
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Comments on the Deprtment's Research Age

(I) Evaluation Plans. In developing its PPS evaluation plan, tte Department
has expended a great deal of care in defining a comprehensive %at of economic,
,access, and quality issues relating to PPS, and their implications for hospitals,
beneficiaries, and other payers. Enclosed Is a matrix drawn up by the Health Care
Financing Administration (HCFA) summarizing the range of these evaluation issues.
This framework provides the basis for designing and implementing specifle projects
and analyses, on an on-going basis.

Within HCFA, this evaluation plan is coordinated closely with the PRO program
as a means of feeding back information and developing improved techniques for
monitorng the quality of care. This evaluation strategy is also shared with the
Prospective Payment Assessment Commission (PROPAC) and other concerned
organizations on a continuing basis.

Most importantly, a Technical Advisory Panel (TAP) has been established
representing a wide range of expertise and private sector interests. This panel
meets periodically and represents a forum for discussing complex technical Issues
that invariably accompany a major social change such as PPS. More specifically,
this panel provides guidance on interpreting Interim results of studies underway
and future directions of the PPS evaluation strategy. Rsed upon these deliberations,
specific PPS evaluation projects are defined and implemented on an on-going basis.

Currently, the Department is Implementing a wide range of studies to evaluate
access and quality of care under PPS. There are seven major studies underway.
These studies do rely heavily on the use of baseline data and focus on: (1) examining
changes in the process or outcomes of care associated with the implementation
of PPS; (2) finding improved measures for monitoring hospital care; (3) examining
health status at the time of discharge; and (4) analyzing the appropriateness of
post-discharge (aftercare) care services.

Two of the studies are focusing on the effects of PPS on a broad range of
hospital utilization and patient care outcome indicators. Among the indicators
being studied are: discharge rates, hospital days of care rates, length of stay,
population-based mortality rates, post-admission mortality rates, and others,
These data are derived primarily from the Medicare Statistical System (MSS),
and the Professional Activity Study (PAS) - a privately maintained, clinically
oriented, medical record abstract date system. The PAS provides useful data
to supplement the MMS including information on surgical lengths of stay, use of
intensive care units and coronary care units, physician consultations and others.
Both studies employ a pre-post design.

Results from these studies form the basis of an in-depth analysis covering
the impact of PPS on quality and access, focusing on the years before PPS and
the first year of PPS. This analysis and extensive results will be presented in the
1985 PPS Report to Congress. The specific quality and access findings will be
reported in eight secticns entitled:
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o Hospital Utilization

o tasues in Evaluating Mortality Rates

o Population Based Mortality

o Post ,Admission Mortality

o Hospital Iteadmissions

o Concentration of Cases Within and Among Hospitals

o Enrollee Liability

o Commission on Professional and Hospital Activities: Hospital Use, Patient
Disposition and Severity

Three longer range studios are In progress. These are a detailed analysis
of the End Stage Renil Disease population being performed by the Urban Institute
and two clinically oriented studies being performed through cooperative agreements
with the Rand Corporation. The first of the Rand studies involves a pre-post PPS
analysis of clinical treatment patterns for selected diagnoses, based upon a thorough
examination of the medical record. The second Rand study concerns the identification
of administrative data useful in discovering quality of care problems in individual
hospitals e.g., diagnosi-speeific readmission and mortality rates. Results of
these studies will be available within the next 2-3 years.

In addition, the Northwest Oregon Health Systems agency is developing a
method to measure health status at the time of hospital discharge and to measure
changes in discharge health status associated with PPS implementation. The results
of this study are expected to prove useful in assessing functional ability and the
need for aftercare orrvlces. Specific information concerning the Department's
efforts at assessing aftercare services is described in more detail in response to
your specific questions on this subject.

Moreover, the Office of the Assistant Secretary for Health is performing
an analysis of quality related issues aimed at developing a comprehensive research
agenda for both the public and private sectors.

(2) Medicare Administrative Data. HCPA maintains numerous data bases
for research and demonstration purposes. Extensive use of these data is made
In evaluating the effects of PPS on hospital utilization, mortality patterns and
other quality and access indicators, as described previously. Moreover, HCPA
is currently in the proves of creating a data base which links all Part A and Part
B records for a sample of Medicare beneficiaries.

A number of research and demonstration projects funded by HCFA affect
small numbers of Medicare beneficiaries or smaU geographic areas. The purpose
of the Medicare Automated Data Retrieval System (MADRS), currently under
development, Is to organize Medicare administrative files so that data can be
retrieved quickly and cost effectively for purposes of performing evaluative research
into theme types of projects and other small area analyses.
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The ', %' 11 0 will be organized into yearly flits by date of service and then
by State/county code and within county by Medicare beneficiary number. Researchers
will be able to retrieve data by county, Medicare benef ciary number, and Medicare
provider number (for institutional providers).

While MADRS is an important data base concept, we must emphasize that
quality analyses are proceeding independent of the construction of MA DRS. We
feel that the quality studies described above, based on existing MSS data files,
will provide a significant contribution to our understanding of the impact of PPS
on Medicare beneficiaries.

More detailed information regarding MADRS is provided below in response
to your specific questions.

(3) Structure of the PRO System. It is true that PRO data reporting on quality
iues under the first cycle Scope of Work was restricted to readmissions. However,
it is not trie that readmssion review is the only PRO activity related to quality
of care. PROs perform extensive review activities as a part of their ongoing functions
related to both PPS oversight and quality of care. Quality of care review Is a fundamental
charge of the PRO function, and this ongoing activity will be better reflected
under the second contract cycle by the extensive proposed changes to the data
collection system.

The only limitation that we have placed on the definition of a readmission
is that the two admiaions appear to be related; that is, that there is a possibility
of an interrelationship between the two stays. For example, If a patient was admitted
for gall bladder surgery and then was readmitted for repair of a broken hip, one
could assume that the second stay probably was not an extension of the first stay,
i.e., a premature discharge had not occurred.

In the new PRO Scope of Work, we mandate that readmissions within IS
days must be reviewed, thus b-oadening the span of time between discharge and
readmission. We did this to enlarge the number of cases reviewed by the PRO
so that we can ascertain if there is any systemic problem with premature discharges
and take corrective actions if premature discharges are identified.

Also, in the new Scope of Work, every case under review is to be subjected
to generic quality screens. The generic quality screens focus on such things as:
adequacy of discharge planning, medical stability st discharge, deaths, nosocomial
(i.e., physician-caused or hospital-acquired) infections, unscheduled returns to
the operating room, and traumas suffered in the hospital. Also, short stay cases
will be tracked and reported separately to determine the magnitude of quality
problems in these cases.

In addition to the generic screen review, each case reviewed will undergo
discharge review. The discharge review wilU look at such things as stability of
the patient at the time of discharge and adequacy of discharge planning. Thus,
under the new contract cycle, PROs will focus more directly on the evaluation
of the appropriateness of hospital discharge decisions.
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Even though PROs will not review every Medicare admission, we feel that
our review percentage (2 percent on the average) is large enough to identify any
systemic problems and require hospitals and practitioners to take corrective action.

By statute, the PROs are to apply professionally developed criteria to each
case under review. These criteria are based upon typical patterns of practice
within one geographic area served by the organization (i.e., the State), takiul
Into consideration national norms where appropriate. Thus, the statute requ res
the PRO to take into account geographic variation when reviewing the care received
by Medicare beneficiaries.

Although there are inherent regional difftrences in PRO review which make
some inter-regional comparisons impossible, HCPA maintains a standardized analytical
data base comprising PRO reported findingi. This analytical data base will be
expanded dramatically both in scope and technical capabilities under the second
contract cycle proposed reporting requirements.

In edition to the above concerns, you have posed specific questions that
have emerged from the General Accountirg Office (MAO), Office of Technology
Assessment, Finance Committee and Aging Committee inquiries into the effect
of PPS. These questions are addressed below

1. Why did HCFA decide to limit the MADRS date base to information gathered
from 1982 forward?

The origald plan was to create MADRS files for each year beginning in 1980.
During the development of MAI)RS, it appeared advisable to preliminarily process
data for the period of January 1980 to July 1983 (Pre-PPS Format). During the
preliminary processing of the data it was possible to extract data for existing
research and demonstration stuies. This was done and 16 projects were provided
with data. Having satisfied all of the known requests for 1980 and 1981 data,
It seemed appropriate to begin the creation of MADRS files with 1982 and wait
to see if additional data requests for 1980 and 1981 materialized before spending
the resources to create MADRS files for these years. It whs also felt that it was
important to have available now the more current years of MADRS data.

2. When will MADRS be completed? What previous target completion dates
have passed?

HCFA began the development of MADRS in August 1983 with the award
of a contract to develop the MADRS program and create MADRS files for the
years 1980 to 1982. The due date for completion of this project was March 1984.
The contractor performance on this project was very poor. Despite repeated efforts
to remedy this situation, the contractor was only able to partially complete work
on the MADRS programs by January 1985 before defaulting. It was necessVy
to procure another contractor to test and rectify the MADRS programs and create
MADRS files. A purchase order was awarded in June 1985 to carry out the testing
of the MADRS programs. This procurement produced a report on schedule in March
1986 on the test and changes required in the programs. Another purchase order
is about to be awarded to fix the programs and produce a 1982 MADRS file. The
schedule for completion of these tasks is September 1986. The current schedule
calls for proceeding to create 1983 files and MADRS files as soon as possible thereafter.
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3. What is the status of any and all evaluation plans the Department has
developed, or is developing, for assessing the effects of extending PPR to other
Medicare financed services (such as home health and skilled nursing facility (SNP)
earn)?

IIHCPA is sponsoring a number of demonstrations related to this Issue, With
respect to nursing home care, the State of Texas is developing a case-mix system
for its Medicaid program, and New York and Maine have recently Implemented
systems which will be studied by HCPA. The New York system is based on resouree
utilization groups (RUGs). There is also a Medicare project to develop RUGs for
Medicare nursing home patients, and another to design a demonstration extending
the hospital prospetve payment system to include post-hospital care provided
to Medicare patients by SHP and home health agencies (HHAs). The New York,
Texas, and Medicare/RUGs projects each have primary data, Including patient
assessments and actual staff time, collected in at least 50 facilities. The patient
assessments were carefully designed to permit comparisons across studies. HCPA
is also continuing to analyze various State patient-related reimburse-ent systems,
Including West Virginia, Ohio, Maryland, Colorado, Illinois and Minnesota.

Finally, HCPA has been working with the Rand Corporation as part of its
Health Research Policy Center Cooperative Agreement to study the feasibility
of developing a combined hospital and post-hospital prospective payment system.
The purpose of this effort is to explore the feasibility of doing demonstrations
in this area and to develop alternative payment methods to be tested.

4. What is the status of any and all studies the Department has underway
or under development to identify the impact of the Inpatient hospital PPS upon
access to post-hospital services from the Medicaid-eligible Medicare population?
When are such studies scheduled for completion"

The aftercare study, which is discussed below, will include the capability
of oversampling vulnerable population groups, such as the oldest-old or dual eligibles,
to study, in detail, the adequacy of post-hospital care for these beneficiaries.

In addition, we awarded last year a cooperative agreement with Georgetown
University, entitled "PPS and Post Hospital Care: Use, Cost, and Market Changes."
The aim of this research study is to determine how much hospital prospective
payment shifts care to nursing homes and home health providers and to analyze
the impact of that shift on total costs to Medicare, pre- and post-PPS, of an illness
involving hospitalization; and changes in SNP characteristics--connections with
hospitals, intensity of service, and the likely increased use by Medicare beneficiaries
in the future. Final results of this study are expected by March 29, 198.

5. What is the basis for HCPA's decision to have the individual PROs, during
the next contract cycle, prepare their own software for automated monthly and
quarterly review activity reporting to HCFA? Why was the option of a uniform
central office software program for these purposes discarded? How will this decision
affect the ability of the Super PRO to evaluate PRO performance?
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It is true that PROs are required to develop their own reporting software
b sed on detailed I!CFA specifications. %I reporting is uniform and defined in
detail to ensure consistent and comparable data base development. Development
of generic software for use in PRO systems is technically and conceptually undesirable
since the hardware is not standardized. Software cannot be developed on an efficient
basis which will operate on the wide range of hardware and operating systems
which or# being used by PROs. Thus, we have chosen to allow the PROs to seek
the most efficient means of developing reporting summary software which is consistent
with their operating environment. This may include either inhouse programming
or subcontracted cooperative programming for PROs with compatible systems.

We theve we have provided for all systems activity which can efficiently
be handled on a centrlired basis from a uniform PRO reporting base. Our report
editing and transmittal specifications, centralized data base development and
data access design represent that full extent of activity. We are prepared to fully
test data from all systems which PROs may develop to ensure compatibility with
the IIC*FA input edits and data base standards.

6. Please provide details on the proposed "after-care study" to which the
Department makes reference in its comments on the GAO PPS post-hospital care
study.

This study, which is being jointly sponsored by HCFA and the Assistant Secretary
for Planning and Evaluation (ASPE) will address Medicare patients' needs and access
to post-acute aftercare services. The basic approach of this study will involve
developing a reliable method of: (a) assessing Medicare patients' health status
and needs for post-discharge services at the time of discharge, and (b) surveying
the adequacy of post-discharge care in relation to patients' health care needs.
As part of the post-discharge survey, patient and family burden (including financial
burden) will also be assessed.

The aftercare study is being designed to directly address concerns that have
been raised regarding availability and access to aftercare services once Medicare
beneficiaries have been discharged from the hospital. Medicare patients especially
vulnerable to inadequate post-hospital care may be those who have undergone
immobilizing procedures such as hip surgery or patients who need intravenous
medications. These patients, who may require either informal support services
or formal sub-acute services, represent an important focus of the study. Still
other patients with continuing long-term care needs will also be assessed. Recently,
HCPA and ASPE held a pre-contract conference with expert clinicians to gain
their perspective on the clinical issues of this study. The results of that meeting
and several technical issues of the study were presented to the PPS-TAP on April
30 for advice from these private-sector experts.

A pilot study to test these methods is currently being designed and is expected
to be completed by May 1987. A detailed study plan for the pilot study is currently
being developed which should be completed in the very near future. This plan
will address the technical details of developing sampling strategies, measurement
scales, survey procedures, and data analysis. The instrument being developed
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by Northwest Oregon Health Systems (described earlier) will be considered as
a possible method for measuring health status at discharge. We would be happy
to share the details of the pilot study plan with you as soon as it becomes available.
Pollowing the pilot study, a national assessment is planned.

Based upon our efforts, to date, HCPA will be sponsoring a conference to
be held this coming fall to discuss methodological approaches for measuring quality
of care. I feel confident that, through the efforts described here, the Department
will be able to provide Congress and the general public with reliable analyses of
PPS Impacts on accem and quality of care. I would be happy to meet with you
to discuss our plan and PPS evaluation efforts, and to hear from you any suggestions
for improving or sipplementing our current strategy.



- "mo 0a

#jaw- -wat 0-oe M

amm Odom- -

I I



113

Senator HEINZ. Mr. Chairman, there is obviously a lot that we
could cover with Dr. Roper. I have taken more than my 5 minutes,
and I think, in the interest of fairness to the chairman, I should
reserve the balance of my exhausted time.

Senator DURENRERGER. John, thank you very much. Bill, from
each of us you will be getting additional questions, as all of us have
indicated. e appreciate very much your being here.

I guess I would reiterate what John Heinz said about the testi-
mony and only because I know that you are very well intentioned
as you enter into this new job and so forth. You did have a draft
that you submitted ahead of time, but we are always left a little
uneasy like I was here. I had prepared a couple of questions for you
based on my reading of your initial testimony. And then, when I
got this new one, I can't find the original reference that came to
mind.

So, it isn't just a matter of staff work. I guess that is the point
that John Heinz is making, too. It isn't just a matter of holding up
our staff; at least in the case of several of this committee, we take
a personal interest in what you have to say so we can make these
hearings as meaningful as possible. So, if you really do follow
through on your commitment of meeting the 48-hour deadline, or
something like that, then for those on this committee-and I think
it is most of the committee-who take a strong interest in this,
that would be most helpful.

Dr. Ropn. I will do that, sir.
Senator DuRENBERGER. All right. Thank you very much for your

testimony.
We next have a panel consisting of Michael R. Goldwyn, execu-

tive director of the Northwest Oregon Health Systems-
Excuse me. Before the panel comes up, we have our honored

guest, Hon. John Heinz of the U.S. Senate from the State of Penn-
sylvania.

I was so impressed by your questions, I thought that was it.
[laughter.]

Senator HEiNz. Mr. Chairman, I thank you. I think I had better
move myself.

Senator DURENBERGER. Please do. Be our guest.
Senator HEINZ. Mr. Chairman, I find it always teaches humility

to appear down here, and I feel for Bill Roper and his new respon-
sibilities. I can imagine how he felt facing more of us than him.

Senator DURENBERGER. Having been on the floor yesterday, pre-
siding when John Glenn came on and did his "here is how we pre-
pare for television act," I am suitably impressed by your navy blue
suit and blue shirt. [Laughter.]

Senator HEINZ. Mr. Chairman, I compromised on the tie. It is
only partly red. [Laughter.]

Senator HEINZ. Mr. Chairman, I want to thank you today not
only for holding this hearing, but for permitting me, particularly
out of order, to testify. Obviously, we are all concerned about Medi-
care's prospective payment system, and we want to be sure that
the quality of care received by senior citizens is top quality care. It
certainly ranks as one of this committee's highest priorities-I
know yours.
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Indeed, I know that since you are an original cosponsor of the
Heinz-Stark bill. As you know, I chair the Special Committee on
Aging. We have conducted a very lengthy and intensive investiga-
tion on the quality of care under PPS. We are about 3 years into
PPS and frankly, notwithstanding Bill Roper's testimony, it is evi-
dent that problems with quality as well as access are emerging and
that they are problems that demand our immediate attention and
response.

I would like to share with you just two examples from the literal-
y thousands of cases of quality abuse that we uncovered during

the Aging Committee's 16-month investigation.
Case No. 1 involved an 85-year-old woman who was discharged

from a hospital about 12 days after she was admitted because "her
Medicare coverage was up." She was, to boot, sent to a substandard
nursing home. It was against her doctor's orders and against her
family's wishes, and she died there within 14 hours. And to add
insult to injury, 2 days later the family received a letter informing
them of their rights to appeal the decision to discharge her.

What else have you done for me lately?-I think that is called-
or maybe it is to me lately.

The second case involves a 75-year-old woman who was in a car
accident in which her car was totaled. Basically, because of the re-
imbursement guidelines under prospective payment, she was
denied admission to the hospital. Then she was sent home, given
instructions that she should-with this suspected concussion-wake
herself every 4 hours to see if she was awake. Got that?

Senator DURENBRRGER. Yes. I am lucky; I have an alarm. [Laugh-
ter.]

Senator HEINZ. Keep it; I may need it. And this was even though
she lived alone.

What is happening, of course, is that the new prospective pay-
ment system provides incentives for skimping dangerously on
health care, not just squeezing costs. And the fact that these cases
and others like them happen under our new PPS system is, to my
mind, unacceptable.

Now, my concerns about problems developing under PPS led you
and me and others to introduce S. 2331, the Medicare Quality Pro-
tection Act. That was back on April 17. There is good, broad bipar-
tisan support for that bill. I would ask unanimous consent that a
list of the sponsors, cosponsors be inserted at this point in the
record.

Senator DURENBERGER. Without objection, it is so ordered.
[The prepared list follows:]

COSPONSORS

S. 2331 HEiNZ 414 COSPONSORS)
Finance Committee: (1) Durenberger; (2) Chafee; (3) Bradley; (4) Moynihan; (5)

Matsunaga.
Others: (1) Glenn; (2) Kennedy; (3) Chiles; (4) Bumpers; (5) Rockefeller; (6) Riegle;

(7) Dodd; (8) Wilson; (9) Cohen.
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oI.R. 463%# STARK 4290

Ways and Means: (1) Gradison (R); 0, Jacobs (D); 3 Rangel (DI, 4 Donnelly (D);
(5) Coyne (ID); (6) Pickle iD). (71 Daub (R () Gregg (R; 9) Kennelly iDl; 0101 Downey
(D); (11) McGrath iRI

Energy and Commerce: t I I Waxman 1D; 2 Bilirakis (R); '3) Rinaldo tR).
Otners: (11 Roybal iD); (21 Pepper (Di; t3l Yatron tD1; (4) Schneider R1; #51 Ridge

(R); (6) Mrazek (D); (81 Penny (D); (9) Miller of WA tR; dl0I MacKay iD); ill) Panetta
ID); U12l Leach tR,. (131 Howard (D); 414) Seiberling (DO; 0)51 Regula IRl.

Senator HEINZ. I am pleased that, in addition to attracting sup-
port on both sides of the Hill, S. 2331 is supported by a wide range
of senior advocate and provider groups. These include the Ameri-
can Association of Retired Persons, the American Society of Inter-
nal Medicine, the American Nurses Association, the National
Council of Senior Citizens, and the National Association of Home
Care.

What is the purpose of the bill? It is to improve the quality in
hospital and posthospital settings and ensure greater access to
poethospital services. The purpose of the bill, however, is not to dis-
mantle prospective payment; and we don't propose a new layer of
redtape or burdensome regulation on providers. On the contrary,
what I like to think that the bill does is to darn some holes and
repair some flaws in the existing Medicare and Medicaid laws.

I don't have to tell you, Mr. Chairman, that back in 1983 when
we acted to save the financially strapped Medicare system, prospec-
tive payment was a key part of that strategy. We had good confi-
dence and good reason for that confidence that the new reimburse-
ment method could halt the spiralling costs of health care. In 1985,
there was only a 6-percent increase in hospital costs-the lowest
rate of increase in 20 years. That part of PPS has been extremely
successful.

We also, at the time-and you took the lead in this, Mr. Chair-
man-recognized that PPS contained inherent incentives to cut
back on the level and quality of care provided to patients.

I remember all those hearings that you held on PSRO's and your
work to develop the PRO concept. I don't think that was in the
original administration plan. And you had an interest in this long
before any of the rest of us saw what might be coming. As a result,
we did create and charge the peer review organizations with the
responsibility of monitoring quality of care and sanctioningprovid-
ers who place high profits above good medical practice. The bad
news-and you will hear it from even more expert witnesses
today-is that within a year of implementation, many physicians
and many consumers were becoming concerned that PPS, in fact,
did pose a threat to the quality of care for Medicare beneficiaries
and particularly for the oldest and sickest of those beneficiaries.

I said earlier that the Senate Aging Committee spent about 16
months looking into quality of care under PPS. We got evidence
from the General Accounting Office and many others; time really
doesn't permit me to describe everything in that investigation. I
would thus like to summarize what we concluded in its shortest
form.

Our most disturbing evidence showed that there were widespread
problems and more specifically, first, that there are too many in-
stances of hospitals pressuring doctors to keep ill people out of the
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hospital and to discharge others, often in an unstable condition.
That is an inappropriate discharge by anybody's definition.

Second, patients and their families often receive false or incom-
plete information regarding their rights-the rights of appeal, for
example-under the new system.

Third, the PRO's only have a tiny snapshot of the big picture of
quality, and they feel hamstrung by what they describe as, and I
quote the head of the PRO organization, "restricted, underfunded,
inflexible, and narrowly focused," review program that is all of
those things.

And too often, in addition to the first three items, patients are
discharged into an inappropriate setting after their discharge from
the hospital for the right kind of followup care.

Fifth, almost one-third of the Nation's skilled nursing facilities,
into which many of these people are discharged, are substandard.
They have failed to meet at Ileast one basic Federal standard to
ensure that the health and safety of nursing home residents is safe-
guarded. And there has been, I am sorry to say, a dramatic in-
crease in the number of nursing homes cited for violating Federal
standards; and that signals an alarming deterioration in the qual-
ity of care for some 2 million nursing homes.

Bill Roper testified on this subject about 2 weeks ago, and I think
he would not dispute that there has been a deterioration. He
agreed that there was. We can all guess as to why, but it poses a
serious problem.

And finally, the Department of Health and Human Services and
HCFA have failed to collect the type of data necessary to assess the
extent to which PPS is having harmful effects on quality and
access to care. This last issue was most systematically revealed in a
GAO study, which I am happy to be able to release today; and I am
very pleased that the principal author who testified at one of our
ear ler hearings, Eleanor Chelimsky, has been invited to testify
today. She is a real expert, the kind of person that we are very
lucky to have in the Federal Government. I look forward to hear-
ing what she has to say today to build on her previous record.

Mr. Chairman, I do not believe that the American people want
substandard medical care for their parents and grandparents; and
so, it is imperative that we act. Why? Because, first, it is the right
thing to do; and second, our failure to act is ultimately going to un-
dermine the prospective payment system and therefore the finan-
cial stability of Medicare. Thus, I believe, that the Medicare Qual-
ity Protection Act, with which I don't have to familiarize you as
one of the authors and coauthors and cosponsors, is a major step
forward in solving these serious quality of care problems. It makes
needed adjustments in Medicare's hospital prospective payment
system, and the peer review process to improve the quality of care
in acute and postacute facilities. And it also improves patients'
access rights to needed posthospital care, protects and expands pa-
tients' rights in hospitals, and improves coordination among those
Federal agencies responsible for the health care of our Nation's el-
derly.

I guess one or two last words should be said. I don't believe that
the quality of care under the DRG system can be addressed with-
out a comprehensive strategy. And we in Congress, I gather, are
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going to have to be the ones to do that because, listening to what
Bill Roper had to say, they just don't seem to see downtown that
there are some serious problems.

Therefore, I think we are going to have to enact just as quickly
as possible the Medical Quality Protection Act or something very
much like it if we are going to restore public confidence in the
Medicare system and assure quality health care. One criticism that
has been leveled at the bill is that it costs some money. Mr. Chair-
man, it does cost money. I will be honest about that. The Congres-
sional Budget Office-and I don't dispute their statistics--has esti-
mated on a preliminary basis that, over a 3-year period, the bill
will cost $200 million.

That is one-tenth of 1 percent of the amount-more than $200
billion-that Medicare is going to spend over the same period. Or if
you want to look at it another way, the prospective payment
system is saving the Medicare Program between $3 and $4 billion a
year. We would be plowing back less than $70 million of that $3 to
$4 billion savings a year into protecting quality and access care. I
submit this is not only a worthwhile investment; it is also a vital
insurance policy to keeping the system working, working well, and
safeguarding the Medicare Program.

There is a summary of the major findings of the Special Commit-
tee on Aging and the key provisions of the Medicare Quality Pro-
tection Act that I would like to submit at the conclusion of my
statement, and I ask unanimous consent that they be so included.

Senator DURENBERGER. Without objection.
Senator HEINZ. And I would also request that copies of the staff

reports from the three hearings which the Senate Special Commit-
tee on Aging held last fall, be included in the hearing record.

Senator DURENBERGER. Yes, we will include it in the record of
the hearing.

Senator HEINz. Mr. Chairman, let me just say again in conclu-
sion that I am really delighted with your initiative on this matter.
It is, to my mind, extremely important that we focus on both the
acute care discharge problems and also the long-term and posthos-
pital side of the health care system.

I mentioned some problems that we are seeing with nursing
homes. We don't address those in the Medical Quality Protection
Act. I will soon be introducing a bill to propose some solutions to
those very serious quality of care problems that exist in those set-
tings, and I hope that you will work with me as you did on S. 2331,
and that you will give it your serious study, and if you so desire,
your support, because I think we have as big a problem there as
perhaps we have with the problems that our existing bill addresses.

I want to thank you, Mr. Chairman, for this opportunity to testi-
fy, and I would be happy to answer any questions.

Senator DURENBERGER. John, thank you very much.
[The summary of major findings and the staff reports of the

hearings follow:]
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UM'APT OF COP41TTER PECON4ENDATIOWS:

Recoumeod3tion 1: Congress 3tuld pro:ply er.A:t a set of
austt* to te IP cassificatibn syste-. s*%ar t> those
recently aevel;.,el at Jotns Hpkins Universty to better reflect
differerC.,s 16 severity Of Il. V3 Lweteen Fatlests in the sae
LF! category.

Recommendation 2: ',e Secretary shcull Immediately re-Ini
medicare certified 0spIta1s Of tte illegality, under Section
5oi or the Perahtlttation Act or 1973 (as ae-ed), or Cis-
crlminatI g against patients on the basis or their disabilities,
and Initiate enforcement a-ticn where appropriate through the
His orfrce or Civil Rights.

Recoamendation 3: The Secretary sh:uld revise the PRO scope of
work, now being draftej by P.CFA for the second round or PPO
contracts, to require comprehensive quality assurance monitoring
and enforoetent activities.

Recomaendation 4: Congress should pass S. 1623, now Incor-
porated In the Senate Reconciliation package, which would for
the first tie authorize PPOs to deny reimbursement for suwstan-
dard care provided to beneficiaries under Medicare, while
helping to guarantee the financial viability of the PROs.

Recommendation 5: Congress should authorize and appropriate
funding levels for the second round of PRO contracts which will
reflect the urgent need for at least as high a volume of quality
review as utilization review, and which will reflect as well the
greater cost per quality review conducted by PROs.

Re ommeodation 6: Congress should mandate that HHS require a
clearly defined appeals procedure for grievances associated with
quality for patients, providers and the PROs. The procedures
should be consistent and clearly published in PRO and provider
manuals. Medicare patients' Informed consent forms should
clearly include their rights and responsibilities under the
prospective payment system.

Recommendation 7: Expand existing law, which provides for
"Administratively Necessary Day" payments to hospitals for
a patient's extended hospital stay when no nursing home bed is
available, to provide for such payments when no approriate
post-hospital placement -- in terms of level of skilled tire and
quality -- can be round at the time or proposed discharge from
the hospital.

Recommendation 8: PROs' responsibilities for quality assurance
should be extended so that they are required to track a pre-
spezified percentage of patients discharged from the hospital
through the continuum of nursing home, home health and other
community-based services.
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Recommendation 9: 3cr%,res s,.' create .hn ea stC3ie a
Consuner Al1,6ry .4:arJ (Z12Pl to Corl~tcft ogr~~f tr~e PK;s,
provide Inpit Into the aw3rd and eval.atian of F10 cor'ra:ts,
and receive Input fro; Me.41care beneficiaries ani other inter-
ested parties. T*he Board should be coordinatel wth or
otherwise provide for a patient a*voCacy syltet to a~s'st the
acutely III elderly an.1 their ramilles. Eacn Board wo;Id be
requireJ to make a'nnal reports to the governor and to DHHS.
DHHS would be reqjure4 to utilize CAa Input In Its de:lsions to
award PRO c~ntraits. The CAB shoUlId consist of the 1:n-term
care OmbuJsman, and Protection and Advocacy orcials or eacl
state, and organizations representing the elderly and disabled.

RSeomaeodation 10: Congress should authorize the creation of an
Interagency panel, consisting of representatives of Congress,
Health Care Financing Administration (HCFA), Prospective Payment
Assessment Commission 'ProPAC), American Medical Peer geviev
Association (AMPRA), Department of Health & Human Services'
Office of Inspector General (01G), beneficiaries as well as
health care practitioner and provider representatives. This
panel would make a concerted elfort to seek out quality
problems, in hospital as Well as post-hospital, and would
develop criteria for a uniform quality of care review system.
This panel would report to Congress as soon as practicable on
its findings and recommendations.
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IMPACT OF MEDICARE'S PROSPECTIVE PAYMENT SYSTEM ON

THE QUALITY Of CARE RECEIVED BY MEDICARE BENEFICIARIES

He 4: o Piso-n, ia t i on s

starr Report

Full Report Available from,

Special Committee on Aging,
United States Senate
John Heinz, Chairman

October 24, 1985
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";TAPP HKPCOX !NDNATI!ON:.

RECOWHENDATION fl: Withhold portion of I3 appropriation for
PY86 un .' 1 i'P:r '. - .: * rt---- -- !

RECOMMINI)ATION D#k: D1i113 stiould voluntarily suspend plans ti+
deregji j ate ho.ipital quality assurance unt.l !'. r-*;, r t

Co g i* s 3 On ! ~ !,- '.-13.t '1V"

RdCOM$nATION o3: eingnrinae current ievel or care"
(fiCin6C-tions* 86verning nursing h~ome reimbursement under
Medicaid, Il: r.n y w10)h ra in,!att-ry .Stale .. ,.-n f ,

RCORM.11DATION #: Expand advocacy assistance for older
Aimeins,. TAuthorize Lirg Term rasre Ot.;ultsnan to have
access to hos'.!ta1.edv +'Icare Vtients, Interview hoswP1
personnel ani, with t, talent's permsIslon, examilne complete
hospital reccrJ; Mandate State OL'budman represen:tative on P.l
advisory or corporate board; (2) Pund training or nmhud.sen In
(a) Ye Icare FPS and (b) all Medicare Part A appeals; (3)
Establish funding formula for Onbudsnan programs baseJ u;rc-n
workload; (4) Provide Ombtjdmn wita immunity from suits for
good faith performance or duties.

RECOMXENDATION _5: Improve Protections for Nursing Home
te-idents. Con.gress should enact a mintnum set or sanction

authorities, which would: (1) Ipower State enforcement of'.-
clals to impose recelversh!p on substandard nursing homes, (2)
Provide Federal Financial Participation (FFP) for care of
residents during the period of a receivership; (3) Strengthen
the Patients' Rights; (4) Authorize States to Impose civil
penalties and suspend reimbursement at noncompliant providers;
(5) Expedite sanction & provider appeal at chronically substan-
dard nursing hones; (6) Prohibit discrimination In aJMission or
treatment of patients based on source or payment; (7) Sopower
residents to enforce provider agreement with private right or
action; (8) Impose moratorium on HCFA's scheduled January 19F6
implementation of new nursing home inspection survey system
("pACS"), for public revIew and comment.
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RECONIIKII)ATION 06: Authorize and fund PRO3 to do expanded
iual11it y of cart? 'revie-W3 to (I) !74 j* ~

del iv -rke ioto tfi I~ale:nt ' sd ~ a H t?.;

w It A n I..r 1 +- . Ij.

RlMC;O0MNI)ATIO)N 01: H#Ptrurtre Medicare's eligibility

determination and appeals procea. (I) Adopt ,!-T 4,. ;
a sm , neti+,s r n , , " f,->r l+ost'. . t+ , t+,!'414.m 1 ';,! ,+; n

;)erS',t s' , ' , |' .'+; () Institute PRO pre-disic.arg.0

with o -p ) r!in y for lvm t ts o !r1 *'.e q ;'"- ;r r
dt+ +++~r +e; 3) .I t nate 3-day )l.c,*11 ,:;t tt. tt+ I"- . ..

ment ror *1 .i-ire ;+F 14enoflt; (4) Mandate appeal ,;i ....
IPar t+,en o,'a 1-a rit,+'+% Who,. Prov .+,r ri! I a t o s,."- - I t (15)

Create penalties (>,'r rlsc+l tn t ernl.irles -r s .t -4tt, !--
pr,1l,,rly derny t'.r,<:s; (6) Retain Waiver or I.ltahlity
prott-r 1,1113 4FOI pr r1e

IIKCOMMKNI)ATIOH #8: Congress should upgrade Federal rules ror
homitta4l discharge planning to In,."ude (I) Pre-diacharge
consultation t'etwe,,n a;i pri'ess -.ngis vI.Ing care to t.-"
lJt3,lnt; ( ) Inform benerlclarle3, p~r',-r t s se +',e , I-,."

their -*nt I-,2.,nt te .. o I.care + i . .. i I ;Mellct-,i 'in,'I

rng term (-ar-e . t,1: 'sn and (J) i'erest .ttl;q fof

re|'o ;ett ! " -rt
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KKDICARE DROS: TUE OOVJUOIZNT'S ROLK IN ENSURINO QUALITT

STAPP REPORT

Special Committee on Aging,
United States Senate
John geing. Chairman

November 12, 1985
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IMPROVINO HOSPITAL DICHAROB PLANNING

Reeomendation 1: Expand existing law, which provides for
OAdministratively Necessary Days" payments to hospitals for a
patient's extended hospital stay when no nursing hooe bed Is
available, and to provide tor such payments when no apprite
post-hospital care placement -- In terms of the levei or skilled
oar* and quality -- can be found at the time of proposed
discharge from the hospital.

Recomendation 2: Congress should upgrade Pederal rules for
hospital discharge planning to include (1) pre-discharSe
consultation between all professionals giving care to the
patient; (2) Informing beneficiaries, prior to discharge, of
(a) their entltlement to Medtcare ind Medicaid post-hospital
benefits, (b) rights of appeal, (e) the Identity or the local
long term cars ombdsman and (d) the nearest location of
deficiency reports on local providers under consideration for
placement of the patient.

Recommendation 3: DHHS shotd volintarily suspend plans to
deregulate hos;1ta' q1alty assrsnce and discharge planning
until It reports t. Congress on the effects of PPS.

LITEND QUALITT PROTECTIONS TO POST-ACUTE CARE 3ETTINGS

Recommendation 1: Ps' resr.ns1il1ties for quality assurance
should be extended so that they are required to track a
pre-specified rercentsge of patients discharged from the
hospital through the continuim of nursing home, home health, and
ether commirni'y-based services.

Recommendation 2: Auth.rlze and fund PR3s to do expanded
quality of care reviews (I) of nursing homes and home health
care agencies to ensure that quality care is planned and
delivered after the patient's discharge from a PPS hospital; (1)
Increase PRO reviews of readmissions to those occurring within a
period of 30 days.

Recommendation 3: Congress should authorize the creation of an
interagency panel, consisting of representatives of Congress,
the Health Care Financing Administration, the Prospective
Payment Assessment Commission, the American Medical Peer Review
Association, the Department of Health and Human Services' Office
of the Inspector General, beneficiaries, and health care
practitioner and provider representatives. This panel would
make a concerted effort to seek out quality problems, In-
hospital as well as post-hospital settings, and would develop
criteria for a uniform quality of care review system. This
panel would report to Congress as soon ss practicable on Its
findings and recommendations.

63-857 0-8-5
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PROTSCTINO 29ALITY CARS IN NUR31NO DOES3
Recomendation Is Improve protections for nursing home
residents. Congress should enact a minimum set of sanction
authorities, which would (1) empower state enforcement officials
to impose receivership on substandard nursing homes; (2) provide
rederal financial participation for care of residents during the
period or a receivership; (3) strengthen patients' rights; (,)
authorize states to Impose civil penalties and suspend
reimbursement to noncompliant providers; (5) expedite sanction
and provider appeal at chronically substandard nursing homes;
(6) prohibit discrimination in admission or treatment or
patients based on source or payment; (M) empower residents to
enforce provider agreement with private right or action; (8)
Impose moratorium on NCPA's scheduled Janurary 1986
Implementation of new nursing home Inspection survey system
("PACS"), for public review and comments.
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Senator DURENBERGER. Just two brief questions. One is one I
wasn't able to get into with Bill Roper. It would strike me that
there are populations, as you indicated, that are particularly sus-
ceptible to the problem that is inherent in the prospective payment
system-the frail elderly, for example; the chronically ill, another
example; maybe the indigent, I am not real sure on that; or people
that live in communities in which the hospital itself is hard
pressed, absent the nature of DRG-rural communities, for exam-
ple.

I your analysis, that your committee has been looking at for the
last 16months, does that pinpoint to any degree the specific popu-
lations among the elderly that are especially susceptible to these
quality problems?

Senator HziNz. I think you have put your finger on the principal
characteristic of what is becoming known as the "DRG loser,"
which is the older, sicker, frailer elderly individual who tends to
suffer from more than one illness. He or she may have high blood
pressure and a heart condition and other comphcating conditions;
these are the type of individual,; who, from our testimonies and
from our analyses, seem to be most at risk. As to their geographic
distribution, I really can't give you a very good analysis of the
extent to which they are rural or urban at this point. They tend
simply to have more than one illness or condition.

The hospitals are being reimbursed for one illness, not many;
therefore, these people tend to be the most at risk of being dis-
charged sicker than I think, in some cases, we would desire.
Second-this can't be overemphasized-there is an enormous in-
crease in discharges into either home health care or nursing
homes. It looks to be in the neighborhood of a 40-percent increase
in discharges under PPS.

There is a shortage of nursing home beds. We have tightened up
substantially on the reimbursement for home health care. And one
of the reasons that we need to broaden our snapshot as to what
happens to people once they get out of the hospital is so we have
some idea as to whether people are being properly taken care of
after they go out of the hospital's doors.

I am very concerned that what we call "skilled nursing facili-
ties," which may be adequate for somebody who has a chronic ill-
ness, are really woefully unprepared to handle postacute care cases
who are in a much more delicate health situation than somebody
who is suffering from rheumatoid arthritis and/or Alzheimer's or
some other long-term disease. And as a result, I really have a lot of
worries about the kind of health care services that we have out
there to care for people upon discharge. I am not sure that they
are up to it.

This has nothing to do with whether the SNF is a good nursing
home or a bad nursing home. It is whether the SNF is trained to
handle people who are coming in there with their IV still more or
less attached.

Senator DURENBERGER. John Chafee?
Senator CHAFE. I have no questions, Mr. Chairman. Thank you.
Senator DuRENBmRGER. John, thank you very much.
Senator HEiNz. Mr. Chairman, thank you.
Senator DURENBERGER. We appreciate it a great deal.
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John, would you like to make your statement?
Senator CHAFES. Thank you, Mr. Chairman. I know we have

quite a list of witnesses here, so I will truncate my statement,
except to say that ever since we developed the prospective payment
system, I have been concerned about it.

Obviously, the thrust of the system was directed against the rap-
idly increasing oosts of health care and especially the escalation of
costs of the Medicare Program. And there is no doubt that the
system has been effective in containing those costs. However, it
seems to me that our zeal in cost containment must be balanced
against our concern about maintaining the quality of health care
for our senior citizens.

And Mr. Chairman, I applaud you for holding this hearing today
to look into the questions.

It seems to me that we are dealing with very serious questions
here and I look forward to hearing the witnesses on them. I have
already cosponsored a variety of legislative proposals which address
some of these problems, and I have joined with Senator Heinz and
others in support of the Medical Quality Protection Act of 1986, S.
2331. I think a particularly important part of that piece of legisla-
tion is the requirement for hospitals to provide discharge planning
to ensure the continuity of patient care.

Mr. Chairman, I also want to say that this is only the first step
in tackling what I consider to be a much bigger problem, and that
is long-term care. I am convinced from my contact with senior citi-
zens-and I suspect that you would corroborate this-that the
single most worrisome matter for our senior citizens is: Will they
have adequate financial support for health care services, especially
long-term care?

At present, we have no systematic coverage to help patients with
the catastrophic costs of long-term care. Neither Medicare nor pri-
vate insurance provide that financial assistance. Therefore, our el-
derly are confronted with the worry that if they become afflicted
with a long-term illness their financial resources will be depleted,
and they Will become impoverished before they can qui for the
only other available source of assistance, which is Medicaid.

It seems to me that we must develop alternatives to Medicaid,
drawing on both private and public sources to help pay for longr-
term care. This hearing is a step toward understan' these prob-
lems and hopefully will lead to a solution. So, Mr. Chairman, I
think it is wel that we are having this hearing.

Senator DuRNBRGR. John, thank you very much.
Let us now call the panel of Michael R. Goldwyn, the executive

dirctor of the Northwest Oregon Health Systems in Portland; Cyn-
thia Polich, the executive vice president of InterStudy; Mark Rus-
sell Chassin, the project leader of the Rand Corp.; and Dr. Gerard
Anderson, the associate director of the Center for Hospital Finance
and Management at Johns Hopkins.Cynthia, are you not trying to make the 11:45?

Ms. PoucH. I am supposed to be back in Minneapolis for a prein-
vitation of the Group Health Association meeting.

Senator DuRaNBERGI. Which is the flight you are trying to
make?

Ms. POucn. The 12:15.
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Senator DURENBEIGR. Oh, the 12:15?
Ms. PoucH. Yes.
Senator DURENBERGER. You have got lots of time.
Ms. PoucH. No problem. [Laughter.)
Senator DURENBERGER. Go ahead, Mike. [Laughter.]
Mr. GowwvN. Mr. Chairman, shall I start or Ms. Polich?
Senator DURENBERGER. You can stay here until what time, about

quarter to or so?
Ms. PoucH. About quarter to.
Senator DURENBERGER. All right. John Chafee wants to get rid of

yOU, so--
Senator CHArtS. No, no, no. There is no helicopter waiting out-

side for you.
Senator DURENBERGER. All right. By popular demand, Cynthia

Polich from InterStudy is going first, so she can get back to Minne-
sota.

STATEMENT OF CYNTHIA L, POLICH, EXECUTIVE VICE
PRESIDENT, INTERSTUDY, EXCELSIOR, MN

Ms. PoUcH. Thank you very much. I am Cynthia Polich. I am
executive vice president of InterStudy and director of their Center
for Aging and Long-Term Care.

InterStudy is a nonprofit health care research organization locat-
ed just outside of Minneapolis. My remarks today are based upon
work that we have done over the past 9 months on transitional or
subacute care currently being provided to Medicare beneficiaries in
Minnesota. We have defined transitional care as care provided the
patients during the transition between acute care and discharge to
the home or permanent placement in a nursing home. Issues relat-
ed to the provision of transitional care are relevant to today's hear-
ings because it is believed that the development of transitional care
services is directly related to the incentives created by the DRO
system for hospitals to discharge patients as soon as possible.

There are several concerns related to the provision of transition-
al care and the DRG reimbursement system. First, the appropriate-
ness of hospital provision of transitional care; second, the gaps in
access to transitional or subacute care services; and finally, who
should fund these services.

In an effort to save some time here, I would like to gt to what I
think are the two most important issues, those relate to the gaps
in access to these services and funding.

The gaps in access to transitional care services, I believe, is one
of the most important and biggest problems with the provision of
transitional care services. In Minnesota, 66 percent of the hospitals
and 62 percent of nursing homes reported providing transitional
care. The facilities most likely to provide transitional care include
hospitals with attached nursing homes, nursing homes with all
three levels of care, Medicare certified nursing homes, swing-bed
hospitals, and hospitals with under 40 percent occupancy rates.
However, even with the widespread provision of transitional care
in Minnesota, it is not universally available to all of Medicare
beneficiaries.
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More importantly, there is tremendous variation among the
States in the provision of transitional care to Medicare benefici-
aries. What this points out, I think, is that it is not only the DRG
reimbursement system that is the reason for the development and
the provision of transitional care. It may not even be the primary
reason. Other important factors determining whether providers in
a State develop transitional care services include the nature of the
iong-term care system in a State and the health care environment
in the State.

Minnesota's environment encourages the development of this
level of care because Minnesota has an extensive long-term care
system with a large number of nursing home beds, generous Medic.
aid dollars for long-term care and an extensive community-based
service system. Also, Minnesota has a competitive health care envi-
ronment with extremely low hospital occupancy rates and high
HMO penetration among both the younger population and the
Medicare population.

Currently, about 50 percent of the Twin Cities Medicare popula-
tion is enrolled in- HMO's. All of those factors, along with DRG re-
imbursement, creates a tremendous incentive for the development
of transitional care services.

What this suggests to me is that the extent of the problem will
vary tremendously from State to State. It also suggests that the ap-
propriateness of current practice patterns of hospitals and nursing
homes and the quality of transitional care services currently being
provided is not the most important issue. The most important issue
seems to relate to the adequacy of supply of transitional care serv-
ices.

The final concern which is also of tremendous importance relates
to the funding of transitional care services. There is currently an
inadequate supply of transitional care services for the elderly due
primarily to insufficient reimbursement mechanisms. What we are
facing, I believe, is a dilemma of a growing need for a level of care
that no one is willing to pay for. The DRG system, as with all capi-

.tated provider risk-based payment systems, creates incentives for
efficient use of resources, including early discharge. Patients who
no longer meet acute care criteria, however, may still require some
care to completely recuperate from hospitalization.

These patients are now being treated in a variety of ways, de-
pending upon the State in which they reside, the hospital, the al-
ternative options available, and the condition of the patient. The
patient cau be transferred to a swing-bed, maintained in a hospital
under the DRG, transferred to a hospital SNF bed, or community
nursing home, maintained in the hospital in a special transitional
care unit primarily on a private-pay basis, discharged to their
home with home care services, or discharged to their home with no
additional services.

The most appropriate option depends upon many different fac-
tors. This really highlights the need for competent discharge plan-
ning as well as more specific direction regarding our expectations
of the system. We know that we want to decrease, if not eliminate,
the no-care zone. We know we want to ensure that patients receive
the care they need. Yet we also want to encourage the efficient use
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of health care resources, and we want to eliminate both underserv.
ice and overservice that can be detrimental to the patient.

My conclusion from our current work suggests that the problem
is not only with the DRG reimbursement system. To a large degree,
the system has met our expectations for reducing length of stay in
hospitals and reducing costs, but it also has had a major role in
creating a growing need for transitional or subacute care. Yet the
growth in this market is not necessarily a negative implication of
our changing health care system. The addition of transitional care
to our health care continuum provides patients with more care op.
tions and a higher probability of receiving appropriate care.

The problem comes when this care is not universally available,
rimarily due to reimbursement constraints. Yet we must be care-

about developing another level of care that, while meeting im-
portant needs of the elderly, adds substantial costs to the system.
The essential problem, I believe, is that we have capitated one part
of the Medicare system, creating incentives to move people into
other possibly more lucrative levels of care that may be funded on
a fee-for-service basis. The answer, in my view, is to fully integrate
the full continuum of both acute and long-term care services for
the elderly and finance it on a capitated basis with the provider at
risk, not only for the hospitalization but for every part of the elder-
ly patient's care.

I realize we are still a long way from achieving this kind of ideal.
However, the Minnesota experience, I believe, suggests that capita-
tion of Medicare can be a very effective way of reducing both cost
shifting and reducing the perpetuation of a no-care zone. Thank
you.

Senator DURENBERGER. Thank you very much. Mr. Goldwyn?
[The prepared written statement of Ms. Polich follows:)



132

InterStudy

'dl ,1l t 111 0 #6 ill .1*1 4464411 4 1 4'.4

1 t401 t tV V4 4 f 'i)'4

left, I e I F4-$r64

1 o. j" 7-.44'. 1..., 1-IL, 41l44-



133

No. kolroo, I am Cynthia Potich. Executive vice President of interStudy
and rector of their Center for Aging and tong-ierm Care. InterStudy has toe
test krown over the post decade for its advocacy of tlQ0s ds a promising method
of retxl-ng acute health care cost%. In the past few years, InterStuWy has
t',*rvi#r f-re involved in issues related to dging and long-term care. we are
t.tri xi ai r v Iriterested in Ident if yinq dnd proftot Ing strategies to on(twie

s' 4ttl i.trol uttii:ation of long-term care services whillt creating
i#4'v(A sior' to tA~tje nioin In etKI".iWe i mttg the elderly.

lhs.' ;e,.t fCll, lnter tu(Iy wds asked. t the Mintrvsota Asu idt ilott Of MALws
for te Aqci. 4tA4 and the Mitnnesota lkip.ttil Assowettin tMiA) to slixlv

skoI (at*- in Minnresota, tt~e issut- crd r.w lm aritsin~g out of tMe
ot xti s care*, and thle rittnj for pkjbi c poliv py iti ttIvts to iaeae with

404 Pri-.4FAM. 11W %twjl¥ was comissikad( #of *>ver.11 geasonst:

I t.-e trerft.noks Interest in transito0al ttre 6y the hinntesota ieQislatuve.
sitte goverrfwnt officials. hospitals. a4d nursing how'&;

I t fie r cent '% ~ stJed cooflitet arid ctxLwottion between nursi nq #Kcs
<,4 ix)spitals regirding the rovislo f o trasiat igl avet

4) ,orn ern over the lack of irnformtat Ion and possible biases about
what is actuallly h apeninpn In the area of transition nval tarei wti

4) .owern over the uticertsintv about the ft ions of tityisitsoiil rire.
this study is particularly ielevdrit to the i%,uvs Geitg discussed it thit

1'r4 ltru tbeause of the general brolief tait the oseveltlr~nit of transitiottl cir
%ervi.'es is directly related to the incentives (reatd ly the DR(I system #or
twpit.,il, to discharge patients os s)X# as WSsit'.

My presentation today will exmine te ptrovisaitrt of transitional care in
IMgnnesgta. A few Cautions muSt be mde. !.',ver. iv r. t * the developiint of

transit ional care services and the respose of t-ospitals and nursing homes to
the L*RG reiut)ursement system vat Ies treatenOic&ly fr( stdte to state. Much
oppensis upon the regulatory climate of the state, the nature of the state's
long-tem care system, the degree of cowiietit ion within health care, the
strength of certificate of need processes, and so on. thus, the response of
pioviders in each state to the DRG systtaI qetseral ly. and their interest in
oevplcipinq transitional care services in specific, will be urique. It is
ootstittol whether the firJlings from this study are generalizable to the entire
c nutry. Second, while I will be using tata fr( m the tAhA/I*A study of
transit iciral care In lintesota, I in no way represent these organizations and
ry statements today do not reflect their posit ions.

This study began with several assumptions about transitional care. the
first assumption was that there is a potential for significant competition
between hospitals and nursing rtmes. and that nursing homes perceive that
hospitals are encroaching on their long-term care market. It was also assumed
that there may be Inequities In the regulatory treatment of hospitals and
nursitnr homes providing transitional care. In spite of the fact that they may
be providing the same types if care. It was further assumed that there is
concern atbout the apioropriateness of care being provided In different
settings. we also assumed that there is a great deal of confusion about what
transitional care is and who provides it. In light of these assumptions, the
,tudy was intended to accomplish the following objectives:
1) to define transitional care and provide a description of the services and

settings that are encompassed in the definition.
k) to describe the population currently using transitional care services.
3) to describe the settings in which transitional care Is currently being

prcv ided.
4) to describe and analyze the funding sources and costs of these services,
5) to describe and analyze the barriers to providing these services in

different settings, and
£) to provide up-to-date information about the provision of transitional care.
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the study included a cvrprPhenive literature review on the topic of
transitiolnal care, interviews with local and national experts in the area, and
a survey of a I hospitals and nursing homes In flinnesota.

Transitional Care In a Cha!qn ith lrwIwEM Jt
Over the past decade, major changes have occurred in health care.

Particularly in acute health care. the system has been characterized Ir
increased crnw-t it ion and ost containment. All health care payors, whether
government, insurinue ((u~ianse%, eminvyers. or tIlO s, have forced providers to
tw m#krh ore cost (cvoCi4*5, Iho mrsst striking ev)ale recently has been the
rtiipnfe in terlicare howital reiiljrs emenrt to the* Prospective Payment System

!thi'% twpe of reihvt)ur~;%t is. not new to the health care system. Health
mrionten.ve orqoiiat ionrs have. #or det' ias, provided a full array of acute
halth ervi e. tf lheir IIr l#*to l sat a I ied, ct)aitated cost. the increased
provalenre ol f I k4l cost per c.le f ri-jtrsemtent. however, does have both
inttqdel nt isuniltitetnued o)utctms. 11|t* intended outcomes are to place the
pr(viders gt risk f or the cesta of a fat lent's care, reduce' Inpattent hospital
t"issisons iand sho|rlen lemJths of stay, encourage the use of cheaper, less
irtens ive med ical servIces (e.g., outpatIent surgery), and reduce the aggregate
costs of the health system. Ihe unintended consequences could include reducing
the financial viability of hospitals (particularly smill, rural hospitals),
riding the delivery of needed care, and changing the provider configuration
of the health care wy'tom.

the provision of transitional (are many be one of the unintended
consequences of changes in the health care reimbursement system. There are
clearly stionq incentives on the palrt of the hospital to discharge patients as
soon as possible. Many of these patients may. however, continue to need some
level of sub-acute care before they can return home. to respond to this need,
hospitals are convert ing unused hospital beds to hospital-based skilled nursing
facilities, developing special transitional care units, and seeking Redicare
swing bed certification. Nursing homes are also providing more post-hospital
care. Anecdotally. nursing home administrators report that the disability
levels of residents admitted from hospitals is much higher since the
itmlementat ion oef the MG reimbursement system.

Combined with changes in reimbursement are other systemic changes which
have injected more competition into health care. The result has been
reductions in hospital occupancy rates, diversification into alternative
services, cost competition, and the consolidatlcn of hospitals into larger
systems. All of these forces have created a climate that Is very well-suited
for the development of transit ional care. Questions must be addressed,
however, regarding the overall impact of this direction. What will be the
impact on the long-term care system if hospitals enter this market? What role
should nursing hoiavs have in this changing climate? What will be .ne ultimate
impact on the quality of patient care? Ooes transitional care simply shift
costs from traditional payors to the patient, or Is It a new level of care that
actual ly expands the continuum?

!efinition of Transitinl- Care
One of the first issues addressed by this study was the definition of

transitional care. We found that transitional care Is an extraordinarily
nebulous term. We found no existing clear definition. The only component of a
definition that Is universally accepted is "short length of stay", How that Is
defined, however, differs from facility to facility -- ranging from just a few
days to two months.

Transitional care appears to be a subset of a larger group of services
called "sub-acute care*. Sub-acute care includes a range of alternative
services that are typically provided by hospitals. They are generally part of
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a diversification strategy which moves the hospitals beyond their current focus
of providing only inpatient hospitalization. These services may Include
respite care, hospice care, transitional care. and pre-hospital "hotel"
services.

for purposes of our survey of nursing homes and hospitals completed for
this project. transitional care was defined as "care provided to patients or
residents dur ing the transit Ion between acute care and discharge to the hCAe or
permanent placement in a nursing home". the fitdings of the survey af1 the
research conducted for, this project confirmed the orfriatefess uf this
dpf i lt ion. It was found. however . that ttie def init Ion could be Iurther
el4barat e. the diatjrgm on the Io1 lowinq page provides% a def ittit io, stg
typology of transitional care in Minnesota.

As noted it, the typoloqv' d eve, we def Iled inst itut icAsl ly 4#,ed
transitional care ds 1i (are teepoved lifter dn dCute, i#44,tit-at
hospital ijvt ion. ?I thait is oeqe'd ief re the p.t rent can returts 14. in.n;et.,t!
resi4enCPe 4) is a st)rt length of %tay. artJ 41 c*#es not irt'lu.Pd' ti .4it' t ite.
hospice (are, or pre-hospital "hotel" servi(es. ihe tygo00l9y ill'0 '')hW thdt
there are signif icant differences in the dpf i iti ris of tronsitiksiusi 'tart' i
perceived by hospitals ccajred to riursing humes. flspitals destritKu their
transitional care (seen as tevP i) as short-term (less than two weei4.),
medically intensive, sub-acute care after 3n inpatient hospitalia..t iu. They
report that their transitional care patients still need siijnif i ant melical
services IroF pl-ysIcIans and nurses. Nurs I ng Wos, on the other tusrod.
describe their transitional care services (seen as Level )I as shirt tts
(15-60 days) rehabilitation after an inpatient hospitalization. typical
transitional care residents in a nursing home are medically stoble tJut require
more intense rehabilitation services before they can return home. This
Information suggests that, while nursing homes and hospitals both use the term
transitional care to describe a special type of care they provide, they are
actually providing very different services to different types of patients.

The third type of transitional care (seen as level ?) Is a very different
service. it Is characterized by tight nursing care and 3 length of stay of
only 7-3 days. the patient is medically stable but reeds to stay In the
hospital for a few days, primarily for convenience. This type of tran%itional
care is used when the patient is waiting for home care to be rrarnged or a
nursing home placement, or must travel a long distance to return h(Xo. Payment
is almost always out-of-pocket by the patient. hile this level can, and is,
provided by both nursing homes and hospitals, it is most often provided by
hospitals.

Results 9f "Mneso TranStI&nMl C&re Survy
A major part of this project was a survey of all Minnesota nursing homes

and hospitals. The Intention of the survey was to determine what facilities
are current doing in the area of transitional care. A total of 60? surveys
were sent with 334 returned --- a response rate of 55.51. There was
approximately a 73% response rate for nursing homes and hospitals that were
members of the two associations sponsoring this survey. 196 nursing homes
responded to the survey com ared to 126 hospitals. Of this group. 50
facilities were combined nursing homes and hospitals. Other characteristics of
the responding facilities Include that:
* 751 of the responding facilities were located outside the seven-county

Twin Cities metropolitan area
* almost half of the responding nursing homes provide all three levels of

care -- SW, ICF-I, and ICF-II levels of care;
* over two-thirds of responding nurslr.g homes WEK NOT Medicare-certified;
* a slight majority (53%) of the hospitals were designated as swing
bed hospitals;
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Definition of Institutionally Basd Transitional Care

I) (Are received after an acute, Inpatient hospitalization.

7) (Are needed before patient can return to permanent residence.

3. ltolmt length of t.4v.

4) (Des not include respite care, lbospice care. or pre-hospital "hotel"
se V It P's.

tevel I

a iedically Intensive
sub-acute services

* Patient typically
requires high
physician & nurse
contact

* Usually less than
I days. but no
more than 14 days

* typically provided
by hospitals with
acute Ilicese or
wing bed

a Usually prIvate
payment, sometimes
Medicare

Can be provided by
NedIcare-certified
SWf with high
nursing hours

* Ltght nursing care

a Pat lent medically stable

* Usually ?-3 deys

* Usually for consumer
conven I ence

a Usually private payment

* Can be provided by
either hospitals ot
nursIng homes but
usually hospitals

Leve' 3

* RehabIlItatIon after
hospital Izat Ion

* Patient medically
stable

• Moderate to low
nursing hours, high
therapist hours

" 15 to 60 doyS. usual ly
no more then 30 dys

a Typically provided by l
nursing 0m s

0 Usually private Pay-
ment or hedicere.
sometimes Iedicaid

* Can also be provided
In special rehab
units In hospitals
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* the rwgjority of both hospitals and nursing homes were relatively
$Mil, with over 601 of hospitals having under 50 beds and almost
10% of nursing homes having urer tO0 beds; and

* two-thirds of the responding hospitals had occupancy rates under 40%
while over 90% of nursing homes had occupancy rates of 91-100%.

As mentioned above, for purposes of the survey, transitional care was
def ird as "care provided to patients during the transition between acute care
wnd discharge to the home or permanent placement ir. a nursing home. Given
this (f inltIon, almost 64% of the respondents reported providing transitional
rare. A slightly higher proportion of hospitals reported providing
transitional care compared to nursing homes -- 6t,% compared to b?%. We also
txmun that certain types of facilities are more likely to provide transitional

(ill e. they inc udle:
* hospitals with attached nursing homes.
* nursing homtes with all three levels of cere,
SItleicare-certif led nursing homes, and

* swing bed hospitals.
the number of licensed beds In the facility and the occupancy rate were

also very important characteristics In determining whether a facility provided
transitional care. Survey results show that 81% of hospitals with less than t0
beds provide transitional care while only 40% of hospitals with more than S0
tieds provide transitional care. Similar findings are Shown when examining
occupancy rates. Over 11% of hospitals with occupancy rates under 30%, and 10%
of hospitals with occupancy rates between 31-40%, provide transitional care
covporecj to only S5% of hospitals with occupancy rates over 40%.

Size and occupancy rates are not as Important for nursing homes in
determining whether a facility provides transitional care. Larger nursing
homes are slightly wore likely to provide transitional care, and those nursing
homes with less than 90% occupancy rates are slightly more likely to provide
transit ital care than those with occupancy rates over 90%. Other findings
about the provision of transitional care include that:
* the vast majority (85%) of facilities do not provide transitional care

in a special unit.
* 34% of the respondents reported that they do not currently provide

transitIonal care. Only 14% of those Indicated that they had future
plans to provide transitional care.

0 The primary funding sources for transitional care were Iedicare and
private out-of-pocket payment.

* Swing bed hospitals were twice as likely to provide transitional care
compared to non-swing bed hospitals.

* transitional care patients comprise a very small proportion of total
patients or residents In e facility. Overall. 80% of all respondents
indicated that only 0-10% of their patients would qualify under our
definition of transitional care.

flior FIndlnas and Conclusions
There is no question that the Issues of transitional care are, and will

continue to be. extremely Important as the health and long-term care systems
continue to emphasize cost containment and efficiency. Our society is now is
the very early stages of learning to deal with fixed cost per case
reimbursement mechanisms and Increased competition In health care. incentives
are being created, primarily through relnursement mechanisms, to reduce
utilization, reduce costs, and diversity Into other service areas. For
hospitals especially@ low occupancy rates and pressure from payors will
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continue to push facilities to seek out creative solutions. With an increasing
elderly population, it is not surprising that this group is often the target of
diversification strategies.

These Incentives (and the knowledge that some hospitals have already
responded to them) have created a great deal 9f apprehension on the part of
nursing homes. Nursing homes In Hinnesota are highly regulated. They have not
lad the opportunities to benefit from (or be hurt by) the increased competition

that is now star4ard in the acute health care system. They fear the increased
encroachment nf hospitals into long-term care as hospitals are forced to expand
and diversify in order to survive. State policymakers are also worried that a
large movement by hospitals into the long-term care area will erode the
effect iveness of current long-term care polieaes Intended to control growth and
costs. There Is a corresponding concern regarding quality of care. It ;s
unclear whether both nursing hame and hospital settings are appropriate for
providing transitional care.

When re-examining the assumptions with which we began this project, we
found that there are currently large discrepancies between reality and
conjecture. there is no qustion that current changes in reimbursement
mechanisms for health care create an incentive for hospitals to diversify. In
addition, the ORG system has created incentives for shortened lengths of stay
In acute care. While, from a strict definition of acute medical necessity.
many of those earlier discharges may be appropriate, those patients may still
require additional care before they can return tc their home. This care is now
called "transitional care". Prior to ORGs. it was often a part of the acute
hospital stay.

While there is certainly the potential that hospitals will move in the
direction of providing long-term care. there is little evidence of this today.
In fact, this study found significant differences in the definition of
transitional care as perceived by hospitals compared to nursing homes. There
Is clearly some overlap between transitional care services Provided In
hospitals versus nursing homes, but the overlap appears small. There are some
nursing homes that provide very Intensive. sub-acute medical services to
post-hospital patients, and there are scxwe hospitals that provide longer term
rehabilitation services. These cabes. however, are the exception, not the
rule.

This also suggests that what we are currently calling transitional care Is
nothing new. Hospitals have always provided medically Intensive, sub-acute
care but have only recently been required to separate It from the acute
Inpatient hospital stay for reimbursement reasons. Nursing homes have always
provided short-term rehabilitation after a hospitalization, primarily through
the Iledicare program. It a rs that current interest and concern over
trawsitinel care is more a function of changes In reimbursement mechanisms
than of changes In practice patterns of hospitals and nursing oes.

On the basis of the research for this study, we concluded that many of our
assumptions are Incorrect. There is currently not a great deal of competition
between hospitals and nursing homes for transitional care patients because they
are providing very different services to different types of patients.
Hospitals are not currently encroaching on the nursing home market but are
limiting their activities to very short stays sub-acute services after an
Inpatient hospitalization. Given this, nursing homes are not currently In a
disadvantageous regulatory position because they are not currently competing
for the hospital's transitional care market. because of the significant
differences In the types of transitional care being provided by hospitals and
nursing homes, there appears to be no significant problems with Inappropriate
care in inappropriate settings. The current problem then Is not dhwqn In
Pact ce patterns wmng hospitals and nursing homes, but rather, cha ns In
refnburs nt system that enourage that behavior.
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At present, hospitals and nursing homes appear to be cont i jing to provide
the type and level of care they have historically provided. It is suggested.
however, that there are more people who need transitional care two:cause of
incentives for earlier hospital discharge. If this Is the case, the Issue is
not the quality of case and appropriateness of current practice patterps of
hospitals and nursing homes, the Important Issue IS whether there is an
a4equjte sta)lly of ltectd i ttansiticonal care services and. it vut. wt+ettt.r
,Iriytilr g car, or ttwulu b t rie to encourage further develooft-t.

Ite IW6 svStt-m. d,- with all capitated, provider risk tvsgetl 1vsxvt..t svostlvo
'r (*ie,' ies4eti .s lo ef It if ietlt u*.e of resources, inc lu(liq PII Av 411 , t l .,
4,tt lents 14v In i, l ' nnr meet . (,At, are criteria imwy st ill .*+i- , 1 t

+wrull e gJI re ftelte fi(Im trfre td,4Spbital izat ion. I hose pt i4-f A'. .I3t , r14W t 1ra'sag
tr',t .d In t vst itt V ot iwog j , (lt-1,0MIing tp(N ttIe state, tfi t If , )441,34. t1,
.i't 1 riv I ye p t ro I ( s% IVs i l, 104. $rml t Ike Cl.4(JI I i (sn of t e Its . .q 4 It Ite l .lt lett

'01)" ef I0 ' rit 1:o ai -,w4I~ n o tij
i ws i fit 4a1 q fe irt trip hosproI l unrter trie ING,

ii t#,0 ierrioi to 4 h spitaltaSeId S4i bed.
4' tr+lr(Si.,rrO( t,) 4 ciWYvufity nursing home,
'.1 4it 1,ir+ed *n the ho'.pital in a special transiti "in t 4it .jt4

Ativio-allv on a private oa bas.is).
ta .)i5.4rltqe to th-eir lYIC with home care services, 01
11 dtf. r(. I, .r tuww with' noC additional service%.
lw. fsist aj,'r '4r ijte capt tir defwrrij upon the condition of tlI, 4,vt * It..'
.VvilI.Wlit y of alterrust ive in the ccuqiunity. ttW Opt ilfos .0,1 , Wit #4i41 t+w
f.lo-sifIl, the .sve.ilatbility of informal support for the p.,! ient 11 ,.siw. *iii, I4tc.
1 4'1ftt4hf '.a*Wf.! 0 14L InS §Vj *I. Ale. I or extmQple
11 Are 4trP.4Jultv nusir" hte~ic tx'rlIs ayillat~lel

k l.+ thi cw+Itiyntv nursing horrC have the capacity to. t.1el w t. # 1-
lr'at i pitt " 5 s I j

4 # Are' there adpquate home care services available?
4) (oe. the pat ient have fami Iv that can monitor any (h n.es- 14i , i.litt ion

'0vd4 nra#"nie needed care?
', j kw* the hospital have alternative services that cd t lb roveo. +dI
cl Is tmere insurance coverage for this type of care? Are there wir+teS

avat l4Wte that Medicare wi I I reimburse (through swing bw , 'N.14 i .t h(~ne
health care)? Can the patient pay privately?

Itiese questions highlight the complexity of these issues. Itev ,i'I. ILt'tAlight
te need for copetent discharge planning as well s more speitir uIection
retgirding our expectations of the syst". We know that we want tci det .,rese, :f
not eliminate, the "no care" zone. We know we want to ins'ise tthat !.atients
receive the care they need. Yet. we also want to encourage thfie et t t ient use
of health care resources. We want to eliminate both onderstrvi e .sf1
overservice that can be detrimental to the patient.

My conclusion fro:m current work suggests that the prtlem is rot
necessarily Vith the ORG reirtmursemlent system. To a large degree. this system
has met our expectations for reducing length of stay in hospitals and reducing
costs. But It has also had a major role In creating a growing need for
transitional or sub-acute care. It should be noted, however, tkit many other
forces within the health care system are also having a significant role In
encouraging providers to develop transitional core services.

Yet, the growth In the market for transitional care is not necessarily a
negative Implication of our changing health care system. The addition of this
level of care to our health care continuum provides patients with more care
options ani a higher probability of receiving appropriate care. Tt.e problem
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comes when this care is not universally available. primarily due to
reimbursement constraints. We are faced with the di leIma of a growing need for
a level of care that no one is willing to pay for.
I) Hospitals feel that this is a separate level of care that should not be

Paid through the MR.
) The Medicare program includes several possible avenues for financing

transitional care through swing beds, Medicare-certtfied SWS Awhether

hospital- or commiunity-based). and home health care. Yet, the access to
and availability of these options Is limited by varied Interpretations of
fiscal intermediaries, reductions in sper ing for home health care. limited
numbers of Medicare-certified $1fs, state certificate of need programs a&
moratorium% that constrain tte oevelopment of Wlfs. and restrictions on
swing beds to small rural hospitals. bius. Medicare financing is not
always available for patients who need transitional care, even thou,0.
technically, the servicess are covered.

31 Many people can and are willing to pay for transitional care
"out-of-pocket" either in a hospital setting, in a community nursing home.
or through home health care. Yet, clearly this is not an option for all.

4) Sowe Insurance copanies and HMOs will finance transitonal care If It
results in a clear cost savings, but this too is limited.
Thus. the 'no care" tone is more a function of insufficient funding sources

for transitional care and insufficient direction regarding how this care should
be financed.
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STATEMENT OF MICHAEL IL GOLDWYN, EXECUTIVE DIRECTOR,
NORTHWEST OREGON HEALTH SYSTEMS, PORTLAND, OR, AC.
COMPANIED BY MERILYN F. COE, DR, P.H., PRINCIPAL INVES.
TIGATOR; AND ANNE M. WILKINSON, M.S., PROJECT DIRECTOR
NORTHWEST OREGON HEALTH SYSTEMS. PORTLAND, OR
Mr. GoLDWYN. Thank you, Mr. Chairman and members of the

committee. My name is Michael Goldwyn. I am executive director
of Northwest Oregon Health Systems, which is the health systems
agency for the Portland metropolitan area.

With me today on my right is Anne Wilkinson, who is a research
director for our agency, and on my left is Dr. Merilyn Coe, who is
our principal investigator on the discharge project. Our testimony
today is to describe to you our flndiing the dependency at dis-
charge project, which we undertook-we began over a year ago-
and hve just finished and published our report.

Our observation was, back in December of 1984, that the change
to Medicare prospective payment and DRG's was a major shift, the
most interesting topic in health care, and that there was ample at-
tention being paid to the financial and organizational impacts of it;
but inadequate attention being paid to the impact on patients.

Our intention was to create a study which would in fact assess in
a statistically valid and methodologically sound fashion the ques-
tion of: Were patients being discharged quicker? Were they being
discharged sicker--in our terms, sicker in terms of indicators of
self-care--dependency and self-care? And could we develop a re-
search tool that would be useful, not just for our research project,
but also for discharge planners, social workers, Government agen-
cies, and researchers in assessing patient status at the point of dis-
charge from the hospital?

We began the project in early 1985, developing the tool in con-
junction with Patricia Patterson, who is a faculty member at the
Oregon Health Science University School of Nursing. And in Octo-
ber of 1985, we were delighted that we received a grant from
HCFA to continue and enlarge the study.

The two goals were essentially again to go beyond the anecdotal
information that was available about quicker and sicker issues,
with a methodologically sound approach and to develop a research
instrument which would be useful both to the project and for dis-
charge planners, social workers, and other people.

Before I describe the findings, I want to properly and carefully
describe the limitations of the study, which is a requirement in re-rorting research. There were several we had. One was the inherent
afibility ofa pre-post comparison design, data from pre-DRO's and
post-DG's, the focused geographic area in which we worked, the
lack of validity testing on the research instrument, and the limited
number of DRG's we were able to analyze.

Nonetheless, we believe that we have substantially accomplished
the goals we set for ourselves in addressing the issues and, perhaps
more importantly, we have a great deal of enthusiasm in the fact
that the tool seems to be very useful beyond the constraints of this
individual project.

We studied 2,600 medical charts, 1,300 in the pre-DRG period
and 1,800 in the post-DRG period in four hospitals using a random
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selection of charts from five DRG's: Stroke, pneumonia, heart fail-
ure, hip replacement, and major joint pinning.

Our findings, in brief, were that in terms of length of stay or"#quicker," that length of stay has in fact declined by an average of
2.7 days in the four hospitals we studied, from 11.3 days overall to
8.6 days overall, with stroke having the greatest reduction of
length of stay from 11.4 days to 7.7 days or a3.7 day reduction.

Additionally and interestingly, the length of stays has become
more uniform within DRG's. The degree of variation among pa-
tients and length of stay in a DRG category has become more uni-
form and more consistent.

In terms of the sicker finding, which is really the key point, and
again based on our dependency rating in terms of the ability of pa-
tients for self-care as the measure of sicker, three of the five
DRGs-hip replacement, heart failure, and pneumonia-do show a
statistically significant increase in the degree of dependency of the
patient at the point of discharge from the hospital. Two of the
five-stroke and major joint pinning-did not show significant in.
creases in dependency. Therefore, our data indicates that there are
patients being discharged more dependent, that it is DR( specific
and varies in degree among DRG's.

As I said, importantly, we think the tool which gathers data
from hospital medical records, is highly reliable and convenient to
use and can be the basis for broader research areas. It already has
been used by the Oregon PRO in a study that it is doing on patient
discharge readiness; and we also think it eventually can be a tool
for assessing recovery and outcome over time, which I had men-
tioned previously, is probably the key issue we face.

We need to do more validity testing, and we need to do studies
over a larger area and more DRG's; and we plan to do that.

In summary, we think that the discharge planning function is a
key function, that a tool that is reliable and easy to use and assess-
es patient's status can help that function and make it even more
uniform, that a tool shoulduse dependency scales such as we have
developed to make it worthwhile and to make it comparable.

I appreciate the time and your attention, and I would be more
than happy to answer questions.

Senator DuRmWBRGzR. And your full statement will be made
part of the record.

Mr. GoLD YN. I take that bell very seriously.
Senator DuazNazwos. All right. Thank you very much. Dr.

Chassin.(The prepared written statement Mr. Goldwyn follows:J
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Mr. Chairmats and Members of the Committee:

My name is Michael Goldwyn, Executive Director of Northwest Oregon Health
System# Portland, Oregon. With me is Merilyn Coe, Or.P.H., the Principal Investi-
gator of the project and Anne Wilkinson, M.S., Director of Research for NOHS and
Project Director on the study. It is a pleasure for us to be here today to report the
findings of our research project, "Dependency at Discharge: Impact of DRGs'.

In early 195), Northwest Oregon Health Systems (NOHS), the designated Health
Systems Agency, re-evaluated its mission and decided to adopt health policy research
as a priority. In response to the rapidly changing health care market, we decided to
locus on those areas in the health .are system undergoing the most change. In our
view, this included two major thrusts:

0 assessing the impact of the Medicare Prospective Payment (PPS)/Diag-
nostic Related Group (DRG) payment system; and

0 assessing the impact of competition and cost containment on the poor and
indigent.

In relation to the first priority, as you know, the 1983 Social Security Amendments
directed the U.S. Department of Health and Human Services (DHHS) to establish a
prospective payment system (PPS) for Medicare reimbursement to hospitals. As of
October I, 1953, most short-term general stay hospitals had begun to phase In the
new reimbursement system. The amount of the reimbursement is determined by the
Diagnosis Related Group (DRG) by which the patient is classified (Federal Register,
1903/1984). Although the new system Is highly complex, with 670 DRG
classifications, it does reverse the cost-generating incentives inherent in the former
cost-based system. By replacing the previous payment system with a fixed payment
for each patient discharged, hospitals are faced with a new set of Incentives to
control resources used in the care of the Medicare patient.

Hospitals have responded quickly to the financing mechanism change. The Office of
Technology Assessment reported that three strategies ace likely to be implemented
by hospitals in their search for per case cost reduction: I) reducing length of stay; 2)
adopting management and staffing efficiencies; and 3) integrating services vertically
(OTA, 1955). Indeed, since 1977, the average length of stay in acute care hospitals
has been decreasing (Baldwin, 199) and it is likely that PPS will accelerate this
trend.

One possible result of PPS is that Medicare patients may be discharged with higher
levels of functional disabilities and with greater need for care from post-hospital
providers. A preliminary study in the Portland, Oregon metropolitan area supported
this prediction (Murray, 1953). In addition to the increased severity, Friedman (1955)
found that a greater number of Medicare patients have been admitted to Oregon
nursing homes following the Implementation of prospective payment. These reports,
aong with a considerable amount of anecdotal information about the impacts of PPS
on the community health system, were of concern to Northwest Oregon Health
Systems and precipitated the effort by NOHS to examine whether Medicare patients
are being discharged "quicker and sicker".

Several factors combine to make research into this topic an important objective for
NOHS.

In the Portland area, one response to the PPS methodology has been a
reduction In length of stay. The average length of stay for all patients in

-2-



14

Northwest Oregon was 6.0 days in the first quarter of 1983 and 5.19 days
in the fourth quarter of 1985.

" Recent reports on conditions in Oregon nursing homes and home care
agencies indicate that these programs have had an increased number and
proportion of heavy-care patients shifted to them since the implemen-
tation of PPS.

* Although most studies on the effects of PPS have been directed to
adaptation in the hospital industry organizationn an management) little
information, locally or nationally, has been obtained about the impact on
beneficiaries.

Prior to PPS most discharge decision-making was influenced by a variety of medical
and social factors, whereas after PPS, this process has been heavily impacted by now
and powerful economic forces. Due to the shift in emphasist new questions regarding
patients status are now being identified.

In response to the question of beneficiary impact and to address local concerns,
NOMS initiated a preliminary research activity. Our intent was to establish a
statistically valid approach to assessing patient status at hospital discharge before
and after the implementation of the ORG/PPS system. The project was initiated in
December, 190 under the direction of Merilyn Coe, Dr.P.H. and Anne Wilkinson,
M.S.

The study design required that information on patient status be obtained from
hospital medical records. However, no such tool existed. Therefore, in order to
address the objective of assessing the impact of DRGs, an instrument had to be
designed, pre-tested and refined. This data collection instrument was developed In
concert with Patricia Patterson, R.N., M.A. In Octobers 1985, NOHS was awarded a
grant by the Health Care Financing Administration (HCPA) enabling the enlargement
of the study.

3.
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METHODOLOGY

Instrument Deveopment and TesUft

With the implementation of the ORG based PPS, the effort to evaluate management
performance, market share, staffing patterns and financial viability has taken
precedence over efforts to examine the impact on beneficiaries. The Dependency at
Discharge project was designed to develop a methodology for measuring patient
dependency from hospital records, to test the 'Dependncy at Discharge (DpaD)
research instrument, and to apply this instrument to measure changes in patient
health status at discharge that may be attributable to the implementation of PPS.

Clearly, the variables forming a patient classification scheme depend on the ultimate
use of the care system. Many case mix grouping systems and measures of patient
characteristics have been advanced to describe patient populations, their resource
consumption, and their impact on the delivery system. For the purpose of admission
to an acute care facility, two classification systems are common DRG and ICDA
codes. The major explanatory variable in these systems is medical diagnosis.
However, many authorities have pointed out the limitations of a diagnosisecentered
approach in decribing the elderly (Kan & Kane, 194).

The next most utilized set of assessment tools fall into the category of screening or
pre-screening tools for post-hospital placement. Some hospital social work depart.
meant have developed tools for identifying high risk patients and have developed
flagging criteria for tracking patients from the time of admission. However, this
approach has been directed primarily towards assessing social, financial and
functional status, and excludes medical indicators. The major limitation of these
assessment mechanisms is that they are observation based.

Eleanor Chelminsky (1983) claimed, in her statement to the Senate Special
Committee on Aging, that "there are no existing, validated measures currently being
used to abstract data from medical records except for physical conditions". The
standard assessment methodology for hospital record discharge summaries Is the
"Interqual" which measures patient medical stability. Recognizing the need for a new
instrument that would not only synthesize medical and functional variables but be
based on secondary information as well, the study team developed the "Dependency
at Discharge" instrument during the first phase of the project (December -September,
1983).

Measurement variables were selected that had sufficient documentation and would be
common across hospital settings. The literature on patient classification supported
using indicators of activities of daily living and indicators of need for nursing service.
Building upon this research, the measures selected were: ACTIVITY/MOBILITY and
BATHING/HYGIENE. Three measures were selected as indicators of potential
nursing need: SIGNS/SYMPTOMS; MEDICATIONS and PROCEDURES. Age was
added to the formula because the literature suggests that higher incidence of post-
hospital dependency and care requirements is associated with increasingly old age.
The initial tool also included psycho/social measures (standard in most placement
screenings). However, there was almost no chart documentation for the
psycho/social factors.

In addition to the ratings, the study abstracted descriptive and placement
information. Descriptive items included: sex, race, hospital, DRG, admission date,
discharge date, readmission date, readmission DRG, rater, review date. Data on
prelpost hospital living arrangements and recommended community services were
also extracted.
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Content validity was established for the tool through literature review, chart content
review and expert panes review. The final instrument, developed by Patterson, Coe
and Wilkinson, measured the Individual level of independence and/or dependence In
self .care at the point of hospital discharge. The section on Instrument development
in our final report describes the Instrumentation process in detail.

The purpose of the second phase of the project (October - May) was to test the
Instrument for reliability and to compare pre to post DRG characteristics. Two types
of reliability were addressed to test the "Dependency at Dlscharge" Instrument:
inter-roter and Internal consistency. Reliability was measured on a random sample of
162 records from the four hospitals at two month Intervals during the data collection
process for a total of eleven reliability samplings. Using Pearson Correlation
analysis, agreement between pairs of raters (seven data collectors in total) was
computed for the six item Instrument with a mean of mean coefficients at .92.
Further, 9)% of the rater pairs obtained coefficients of above .30 for the scale.
These findings indicate a high level of agreement for the Dependency scale.

A more stringent test for Inter-rater agreement was conducted by calculating mean
correlation coefficients for the six Items Independently. The mean coefficients were:
ACTIVITY - .791 BATHING - .821 MEDICATIONS - .75; PROCEDURES- .79-
SYMPTOMS - .79 AGE - .99. Agreement was weaker for the Individual Items then
for the DEPENDENCY scale as a whole. The exception was the AGE items which did
not require judgment.

The internal consistency of the Instrument was examined by calculating alpha
coefficients. This coefficient is a function of both the number of Items and the
average correlation among Items. For the six Item scale the Alpha coefficient was
.7 for the five Item scale (without MEDICATIONS) .32; and for the four item scale
(without AGE and MEDICATIONS) .6.

Based on a number of considerations, the four-item scale was chosen for use In this
study. In addition to the higher alpha coefficients, two other elements support this
decision. The removal of AGE is based on the recognition that age is already
factored Into the DRG formula. Therefore, if DEPENDENCY is te be considered as a
potential DRG formula co-factor, then age should not be represented twice. Also,
the removal of age and medications from the scale is supported by the low
correlations of the item with the other items.

In summary, it is clear from the reliability analyses, that the DEPENDENCY inter-
rater agreement and Internal consistency were well above acceptable standards. In
particular, DEPENDENCY is highly reliable consisting of the four items: ACTIVITY:
BATHING: PROCEDURESi and SYMPTOMS. The Dependency at Discharge research
instrument and protocols for data collection were completed In 3uly, 1983.

Data CoUection T (August - September, 1935)

Seven nurses, al baccalaureate level, were hired and trained to use the instrument in
two separate training periods. The first group of three data collectors was trained in
August, 1995, using records from all study site hospitals. A second group of four data
collectors was trained In October, 1993, using charts from one of the study hospitals.

Research Deuim

The research design is an Interrupted time-series design. This approach involves
abstracti.ig data from medical records in two time periods. The first pcriod (1981-
193) represents the cost based system; the second (1994-1983) reflects the

-5-
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prospective payment system. The two time periods for chart sample selection were
October, 1911 through September. 1913 for the pre.DRG period and March, 1910
through July, 1915 for the post-DRG period. The samples were evenly divided into
the two periods.

Four hospitals participated in the study and were similar in organization and type of
patient services. Two were laige hospitals (300. beds) and two were medium size
(100.300 beds). Their participation was voluntary and confidential.

ample Selection

In order to assess the medical, as well as the surgical intervention, five diagnostic
related groups (3 medicals/2 surgicals) were selected for comparison in the pre/post
design based on the frequency of that DRG in the Portland metropolitan area. The
groups were:

flRG 14 - Stroke
ORC. 89 - Pneumonia
DRG 127 - Heart Failure
DRG 209 - Hip Replacement
DRG 210 - Major Joint Pinning

The satviple sore was determined by power tables (Fleiss, 1973). In order to test for a
result greater than chance (.0), a minimum of 150 observations per ORG per time
period was necessary. This would require a minimum of 1,00 charts to be reviewed.
Because there were four hospitals participating, we decided to ovecsample for a
desired total of 2.900 charts.

To control for the possible effects of changes in management policies and practices
as a result of I'PS. data were not collected for admissions six months before and six
months after each hospital converted to the DRG reimbursement system (conversion
period). Each hospital had different PPS start-up periods but all conversions
transpired between October. 1913 and April, 1914. Thus, selected ORG admissions
were eligible for inclusion in the tudy from October, 1911 through July, 191) except
for the period betwe..n April, 1913 and September, 1984 when lhe sample hospitals
were converting to the PPS system. The desired sample size is presented below and
the study sample closely approximates the desired sample selection.

Desired §amle Selection

Pre-DRG Post-ORG
10/1! - 913 (Conversion) 4/94 - 7/15 Total

Medical DRG
(Hst 19, 127)

Hospital A 250 20 500
Hospital C 250 20 500
Hospital C 250 250 0

Hospital ) 250 20 30

Surgical DRG(209; 210)
Hospital B 150 ISO 300
Hospital C 150 150 300
Ho-pital D 10 10 300

2,900

-6-
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lio pital records were randomly selected for inclusion from master lists of DRG-
specific Medicare admissions supplied by the study hospitals for the pre and post time
periods. Inclusion on the masterlist of Medicare admissions depended upon the
following criteria: Medicare beneficiary, 60 years or older, discharge date, and was
discharged uder the study's selected diagnostic related groups (ORGs) - q, 19, 127,
209 and 210. Generally, the masterlist included the following information for each
admission: patient identification number, admit date, discharge date, length of stay,
and ORG.

The study sample was randomly selected from each hospital's masterlist according to
the following criteria: Age (60 or older), did not expire on selected admission, and a
length of stay between two (2) days and twenty-two (22) days. Lists of eligible
medical records for each hospital were then typed and given to the hospitals to use in
selecting patient records. The NOHS data collectors also used this list to mark off
each chart when it had been abstracted.

Data CoUection

Data abstraction for the study sample took place between September, 1995 and April,
19,6. Ms. Wilkinson coordinated the scheduling of data collection with each of the
medical records directors. In consideration of the work load of the hospital records
departments and the demands of this project (e.g., approximately 100 charts per
hospital), all data collection activities were scheduled at least a week in advance. In
addition, the hospitals required from three days to one week for pulling selected
sample records. Data collection in each hospital lasted from two to three months.

A total of 2,622 records were abstracted in this study; 593 from Hospital A, 644 from
Hospital I, 509 from Hospital C, and 735 from Hospital D. Completion rates for data
collection were extremely high with only five (5) charts from the entire sample being
ineligible due to insufficient data in the medical record. A few charts were
determined to be ineligible for other reasons, including: the patient expired on the
identified admission; the chart could not be found or was being used on the floor for
other purposes; tie chart was out of the hospital being transferred to microfichel the
wrong identification number was typed on the list and the appropriate chart could not
be identified; the length of stay was shorter or longer than the two to twenty-two
days stay; or the ORG was wrong. Where there were replacements available,
ineligible charts were supplemented until a minimum of 94 charts per ORG were
coded or no other charts were available. In two hospitals, the universe of cases did
not equal or exceed the minimum of cases per ORG, per time period. Where possible,
over-sampling was done for the pre and post time periods to ensure an adequate pool
of replacement cases for charts found to be ineligible. The data was reasonably
complete with no single variable having more than one percent (1%) missing data, A
detailed description of the data collection process can be found in our final report.

-7-
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DATA ANALYSIS

The objective of the data analysis was
pre/post characteristics. The section
information; length of stay; distribution
Dependency by age; and Dependency class

to examine and test the differences in
is divided-In six areas: descriptive
by age and ORG; Dependency by DRG;

Deaaiptive Information

All record subjects were Medicare beneficiaries; 36% male; 64% female.
sample of 2,622 charts included 1,264 (4%) in pre and 1,338 (52%) in post.
distribution by DRG was:

DRG
Stroke (14)
Pneumonia (19)
Heart Failure (127)
Hip Replacement (209)
Major 3oint Pinning (210)

Total

TOTAL
63ZT2.2%)
630 (24.1%)
733 (28.0%)
371 (14.2%)
241 (9.3%)

1t0 %

PRE
793 (467%)
219 (43.9%)
331 (47.9%)
10 (48.3%)
141 (36.9%)

POST

3411 (4.1%)
312 (52.1%)
191 (31.3%)
107 (43. 1%)

A Chi square test indicated that the samples were not significantly different based
on distributioi of ORG.

Lonuth of Stay (LOS)

The measurement of LOS was constrained by the sampling methodology. We
included only those LOS between two and twenty-two days in order to limit the
outlier effect. The mean LOS for the five diagnostic groups, in pre was 11.3 days
and in post was 8.6 days. This represents a significant reduction of 2.7 days.

When LOS is examined by the differences between medical and surgical, the
medical DRGs (14, 19, 127) had far more variance (as measured by standard
deviation) thats surgical ORGs (209, 210). In addition, when LOS is computed by
DRG by year (pre/post). there was a significant reduction in LOS in all DRGs.
Data on length of stay analysis is presented in Table I.

The
The
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TABLE I

SUMMARY OF LENGTH OP STAY

Standard
(Nt2,328) Mean Days Deviation

TOTAL PRE (1, 206)
POST (1.320)

II.3
8.6

4.9
3.8 0.01

LENGTH Or STAY BY DRG BY PRE/POST

ORG I4 (Stroke)
PRE (277)
POST (327)

DRG 89 (Pneumonia)
PRE (276)
POST (336)

DRG 127 (Heart Failure)
PRE (336)
POST (372)

DRG 209 (Hip Replacement)
PRE (177)
POST (189)

ORG 210 (Major Joint Pinning)
PRE (134)
POST (I04)

Mean Days
11.4
7.7

9.6
7.8

9.2
7.2

Starxrd
Deviation

3.3

'9.3

4.7
3.1

t-values

10.l00

5.161eeg

6.67 • * *

3.6
3.6 8.27

13.3
12.3

13.8
11.3

'.3
3.8 4.45o..

* 0p(.O01

-9-
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(ne of the most interesting findings is the drop in the average .1ge of tVe sanpfe between
thte Pre anr Post periods. The average age for the Pre period was 93.3 pears and for the
Post period 77.2 years. Rather than using age as a continuous variable, it was grouped
into four age categories; 60.65, 66.75, 76.85 and 86.. The distribution by percent of the
total sample was:

POST (n r 1329)

27.6%
40.5%
23.7%

Total (n - 2557)

26.1%
40.4%
29.4%

Chi square test % p<.002

By disaggregatIng and comparing Age by DRG, an interesting pAttern is evident.

TABLE 2

AGE DISTRIBUTION BY PRE/POST AND ORG

Stroke

66-75
76-5
86,

Pneumonia
66-75

86.

Heart Failure
60-63
66-75
76-85
86.

Hip Replacement

66.75
76-85
86.

Maeo Joint Pinning
60-63 ..

66-73
76-9,
86#

PRE (n4235)

20.7 %
44.2%
33.3%

PRE (n.278)
2. TV

26.3%
33.6%
36.0%

PRE (n343)

20.3%
41.4%
37.1%

PRE (n. Igo)
36.7%

35.6%
21.1%

PRE (nr140)

23.6%
39.3%
33.0%

POST (nr 328)

30.2%
405.4%
21.3%

POST (n.331)

23.0%
33.2%
35.6%

POST (no372)

29.3%
41.7%
25.5%

POST (n a 191).... 9.9% ..

34.0%
46.1%
9.9%

POST (n- 107)
... 6.5S%

16.8%
39.3%
37.41%

Total
2.8%
15.9%
44.9%
26.9%

Total
T-4 %

24.5%
34.3%
31.8%

Total
2.4%

25.0%
41.6%
31.1%

Total

35. 3%
41.0%
I".4%

Total-. 0 %

20.6%
39.3%
36.0%

*Chi square method, the difference is significant.

-10-
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76-.5
M5

PRE (n- 122 )

24.5%
39. 5
31.4%
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There was a significant increase * ti * '.00" opi (60.5 years) for stroke,
heart failure and hip replacement paiet.,: if i responding decrease in the 16.
Age group (See Table 2). No such pattern aas seen for pneumonia and major joint
prnning. These two )RGs represent 41% of the admission in the 6. Age sample. If
older patients are not being admitted in cert.'in RGs, what factors are influencing
this trend' Five health system changes between Pre and Post might be contributory:

I. More stringent admissions criteria (e.g. higher acuity)

2. Codirng different (20% of the Pte sample were coded on ICD-A codes versus
DRGs)

3. Upgrading of nursing homes - apacity to handle older stroke or heart
failure patients who are having a sAi)wequent episode;

4. Expansion of technological capa'it,. (e.g., incentive to perform hip replace-
ments at younger age),

5. Competition.

'While more stringent admission criteria might apply across all DRGs, the issue of
technological capacity does not. For example. otur findings showed that patients who
had hip replacements were significantly yourier in the post-DRG period while at the
same time, the Age distribution of patierts receiving major joint pinning were
proportionately equal in both the pre and pos t me periods.

In comparing the three medical DRGs (stroke, pneumonia, heart failure), it is possible
that the difference between the need for medit al management, as opposed to nursing
management, may account for older stroke aid hetrt failure patients being cared for
in nursing homes rather than being sent to hospitals. Pneumonia patients are, perhaps,
being sent to hospitals because of the need for medical intervention.

Dependenc by DRG

The DEPENDENCY SCALE that measured Dependency at the point of hospital
discharge used four items: ACTIVITY, BATHING, PROCEDURES and SYMPTOMS.
The scale ranges from 0 to 24. The overall average dependency for pre was 1.9 and for
post was 9.7. Applying a t-test, the difference is significant at the .001 level (Table
3). In some instances, this difference may not have a great pragmatic value, but the
instrument appears to be sensitive enough to detect small changes that could be
important intrinsically or could grow over time. The scale also provides a baseline
from which to measure the effects of post-hospital sub-acute care and provide a
mechanism for analyzing readiness for discharge.

Disaggregating the total is necessary to understand the differential impact of PPS on
the five DRGs (Table 3). Three out of five pre/post tests, based on individual DRGs,
were significant. The three DRGs in which the data indicate a significant Increase In
dependency are hip replacement (.001), heart failure (.01) and pneumonia (.03). The
data did not indicate a significant increase in dependency in stroke and major joint
pinning. Mailo joint pinning showed high dependency for both the pre and post periods
and suggests that the technology for major joint pinning has remained constant.

-I-
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TABLE 3

DEPENDENCY SCORES
By Pre/Post and By Pre/Post By ORG

Overall PS'epndercy lt Year

PRE POST t-value

8.9 9.7 3.790**

Qependency 1y Year f y nRG

PRE POST t-value

Stroke 11.2 12.3 1.59
Inei:nonia 7.9 8.9 1.990
14cart railure 6.5 7.5 2.530*
hlip Replacement 7.9 9.4 4.01000
Major loint Pinning 12.3 12.4 .22

" p( .05
"6 p .01

"' p < .001

Deedny Classification

In order to provide a more useful assessment framework, we decided to reduce the
DEPENDENCY SCALF into four classes. These classes were:

Class I 0. : minimally dependent
Class !1 6-11 : somewhat dependent
Class Ill I .17 : moderately dependent
Class IV 18-24 : severely dependent

As can be seen in Table 4, in the post period, the proportion of Class I decreased
while the proportions in all other classes of dependency Increased. As tested by chi
s4uare, the difference between pre and post was significant at the .001 level.

-12-
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TABLE 4
,DISTRIBUTION OF SAMPLE BY DEPENDENCY CLASS

11RE tn- 12 56) POST (n- 1 58) Total (n-2614)

Class 1 28.7 22.$ 25.$

Class II 42.8 44.5 43.5

Class II 15.1 17.5 16.4

Class IV 13.) 15.8 14.6

Total 100. % 100. % 100. %

Chi square test - p<.001

SUMMARY AND FUTURE PLANS

This section summarizes the results of the "Dependency at Discharge" study.
The "Dependency at Discharge" instrument was based on criteria relevant to the
hospitalized population. The scale was composed of items identified from a
literature review and data available on patient hospital charts. The reliability
results were very positive. Not only was the instrument convenient and reliable
but it supported the use of secondary data for classifying patients. Based on the
successful reliability results, as well as the tool's convenience for measurement of
hospital records in lieu of direct patient observations, we believe the instrument
warrants additional development; specifically, validity testing.

The findings are circumscribed by the lack of validity testing on the
instrument, the inherent fallability of any pre/post design as well as the limited
geographical sampling. Potentially, there are many factors that could confound
the results. We tested one; Age* and found the two samples to be significantly
different. We could have tested other demographic characteristics, economic
climate (i.e., degree of competition) or technological shifts.

Of major interest is the age difference between the Pre-DRG sample and the
Post-DRG sample. The Post sample was significantly younger (and significantly
more dependent in certain DRGs). One explanation for this phenomenon Is that the
old, old are not being admitted to hospitals unless they display acute medical
symptoms. We hypothesize that they remain in other settings such as nursing
homes and homes, whereas in pre-DRG years they would have been admitted to a
hospital. Therefore, the older old may be remaining in these other settings for
those diagnoses that center on nursing intervention rather than medical treatment.

In addition to the change In age distribution toward the younger beneficiary,
Dependency score increased in three of the five DRGs studied : pneumonia, heart
failure and hip replacement. When considering these findings, it appears that the
cost containment system is Indeed having an impact on individual health status

-1)-
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among patients in certain DRG classes. Whether this increased dependency
influences the ability for the patient to recuperate in other settings could not be
examined in this pilot study. Replicatio st d ies are needed before generalizing
the findings to other DRGs.

PolicY lmpiicatlosv

The first implication derived from this study is that discharge decision-
making should incorporate a systematic approach for screening patients in
preparation for hospital discharge. Further, we suggest that the screening method
include a measure of patient Dependency, as defined in this study. Our evidence
suggests that self-care limitations can be reliably estimated by rating mobility,
bathing, care procedures and symptoms. The cluster uf these parameters enables a
more discriminating assessment than do any of the individual elements. Eventually
this approach could enable a more appropriate match between patient needs and
continuing care resources.

A second policy implication concerns progressive differences in the health
care system configuration. The focus of hospitals has evolved from a broad scope
of health disability care to a narrow scope of strictly defined acute medical care.
Hospitals are realizing cost savings due to reduced length of stays but patients are
leaving the hospital in a more dependent state in certain DRGs. The Inference
here Is we may need to re-examine the concept of continuity of care to ensure that
post-hospital care facilities and agencies are adequately equipped, financed and
prepared to accommodate this shift. Quality care standards should not be
dependent on setting. We recognize the need for care review and strongly support
the development of post-hospital care policy which will enable adequate services
for Medicare beneficiaries.

In conclusion, we believe that future work should include investigations
pertaining to Dependency In: other representative DRGs; in other hospital settings;
in other regions of the country; and in other health care delivery settings, such as
nursing homes, group homes and private homes. NOHS is committted to continuing
this important research so that we can better understand the impact of policy on
the health status of a significant portion of our population.

This concludes our prepared statement. We will be happy to answer any
questions the Committee may have.

-14-
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I. EXECUTIVE SUMMARY

The 1983 Social Security Amendments directed the U.S. Department of Health
and Human Services (DHHS) to establish a prospective payment system for Medicare
reimbursement of hospitals. As of October 1, 1983, most short-term general stay
hospitals began to phase-in the new prospective payment system (PPS). The amount
of reimbursement is determined by the Diagnosis Related Group (DRG) by which the
patient is classified (Federal Register, 1983/1984). The new DRG system Is highly
complex with 470 classifications, but It does reverse the cost-generating incentives
Inherent in the former retrospective, cost-based reimbursement system. By replacing
the previous payment system with a fixed payment for each patient discharged,
hospitals are faced with a new set of Incentives to control resources provided to the
Medicare patient.

Hospitals are responding quickly to the change in the financing mechanism. The
Office of Technology Assessment reported that three strategies are likely to be
Implemented by hospitals in their search for per case cost reduction: 1) reducing
length of stay; 2) adopting management and staffing efficiencies; and 3) Integrating
services vertically (OTA, 1985). Indeed, since 1977, the average length of stay in
acute care hospitals has been decreasing (Baldwin, 1985). It Is probable that PPS will
accelerate this trend and one possibility Is that Medicare patients may be discharged
with higher levels of functional disabilities and with greater need for medical and
other care from post-hospital providers. A preliminary study in the Portland, Oregon
metropolitan area supported this prediction (Murray, 1994). In addition to these
patients requiring more skilled care, Friedman (1984) found that a greater number of
Medicare patients have been admitted to Oregon nursing homes following the
implementation of prospective payment. The findings of these studies, along with a
number of PPS-impact anecdotes from nursing homes, home-care agencies and the
public, have been of concern to the local health planning agency, Northwest Oregon
Health Systems (NOHS).

Several factors combine to make research into this topic an important objective
for NOHS.

In the Portland area, one response to the PPS methodology has been a
reduction in length of stay. The average length of stay for all patients
in Northwest Oregon was 6.0 days In the first quarter of 1983compared to 5. 19
days in the fourth quarter of 19895.

Recent reports on conditions in Oregon nursing homes and home care
agencies indicate that these programs have had an Increased number and
proportion of heavy-care patients shifted to them since the
implementation of PPS.

Although most studies on the effects of PPS have been directed to
hospital industry adaptation (organization and management) little
information has been obtained either locally or nationally about the
impact on beneficiaries.
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To address the question of beneficiary impact, NOHS initiated a preliminary
research activity. The result of this work was the design of an instrument
"Dependency at Discharge" which measures self-care dependency at the time of
hospital discharge. The developers were Patty Patterson, R.N., M.A.;.Merilyn Coe,
Dr.P.H.; and Anne Wilkinson, M.S.

Objectves of this Project

The Dependency at Discharge Study, which is reported here, was designed to
continue to test the "Dependency at Discharge" instrument, and to measure
changes in discharge health status that may be attributable to the implementation
of PPS.

Reseairch Design

The research design was an interrupted time-series design. This approach
Involved abstracting data from medical records in two time periods. The first
period in the study represented cost -based reimbursement; the second reflected the
prospective payment system. To address the question of differences in discharge
health status, 2,622 charts were randomly selected in five diagnostic categories
from four Portland hospitals. The two time periods for chart sample selection
were October, 1981 through September, 1983 for the pre-DRG period and March,
1984 through 3uly, 1985 for the post-DRG period. The samples were evenly divided
into the two periods.

The literature on classification and assessment of patient status generally
suppxts the idea that the critical factors which characterize patient needs at
hospital discharge are functional dependency and physiological stability. Our
instrument "Dependency at Discharge" is an acuity rating scale that measured
Dependency using six items: activity; bathing; medicatiors; procedures; symptoms;
and age. Following reliability testing, two items (medication and age) were deleted
and data in the sample were analyzed based on a four-item -scale. All data were
abstracted from medical records.

To acknowledge the medical as well as the surgical intervention , five
diagnostic related groups (DRGs: 3 medicals/2 surgicals) were selected for
comparison in the pre/post design. The groups were:

DRG 14 - Stroke
DRG 89 - Pneumonia
DRG 127 - Heart Failure
DRG 209 - Hip Replacement
DRG 210 - Major 3oint Pinning

Four hospitals participated in the study and were similar in organization and
type of patient services. Two were large hospitals (300* beds) and two were
medium size (100-300 beds). Their participation was voluntary and confidential.

ii
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Other Studies

Several other agencies are supporting research studies to assess the PPS
im,ct on quality of care. Far exa-r,ple, HCFA has funded Rand Corporation,
CPHA, The Urban Instittite, as wetl as a number of PROs across the country. In
addition, ProPAC, the Prospective Pa~inent Assessment Commission, has
contracted with flealt'i Econominc, Research, Incorporated for a comprehensive
research pan on quality of care. AIe feel that ojr stud) will compliment these
larger and longer stwidies.

Summary of Major Findings

A. fGependency Scale Relabiliy Testing
1. Inter-item reliability: Alpha Coefficient - .86
2. Average irter-rater reliability (r) : .92
3. Item completion - 98%

B. Pre/Post Analysis
1. Significant difference in length of stay
2. Significant difference in age
3. Significant difference in dependency in select D)RGs

C. Discharge Disposition
I. Distinct difference in pattern of post-hospital placement between

1982 and 1984
2. An increase in home health referrals in 1984.

Limitations

Although the sample is large, the investigators advise caution in interpreting
the results because of the limited instrument testing and the singular geographic
sampling. While it is possible that there are regional variances in charting
practices, the National Joint Commission on Accrcditation of Hospitals requires a
fairly uniform standard; therefore, we expect that documentation is available in
most hospital records.

Need For Additional Research

Based on the successful reliability results, as ,well as the instrument's
convenience for measurement of hospital records in lieu of direct patient
observations, the investigators believe the instrument warrants additional
development. Further testing of the instrument to measure concurrent validity,
criterion-related validity and predictive validity are the logical and necessary next
steps. Replication studies are needed in other DRGs.

ili
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1M1. INTRODUCTION

The 198) Social Security Amendments directed the U.S. Department of
Health and Human Services (HHS) to establish a prospective payment system for
Medicare reimbursement to hospitals. As of October 1, 198), most slort-term
general stay hospitals had begun to phase-In the new reimbursement system (PPS).
The amount of the reimbursement is determined by the Diagnosis Related Group
(DRG) by which the patient is classified (Federal Register, 1983/1984). The new
system is highly complex with 470 DRG classifications, but it does reverse the
cost-generating incentives inherent in the former retrospective, cost-based system.
By replacing the previous payment system with a fixed payment for each patient
discharged, hospitals ,re faced with a new set of Incentives to control resources
used in the care of the Medicare patient.

Hospitals have responded quickly to the financing mechanism change. The
Office of Technology Assessment reported that three strategies are likely to be
Implemented by hospitals in their search for per case cost reduction: 1) reducing
length of stay; 2) adopting management and staffing efflcieoc.Wq and 3) lategrating
services vertically (OTA, 1985). Indeed, since 1977, the average length of stay in
acute care hospitals has been decreasing (Baldwin, 19,5). It is likely that PPS will
accelerate this trend, which precipitated the inquiry of whether Medicare patients
are being discharged quicker and sicker (GAO, 1985).

One possibility is that Medicare patients may be discharged with higher levels
of functional disabilities arid with greater need for care from post hospital
providers. A preliminary study in the Portland, Oregon metropolitan area
supported this prediction (Murray, 1995). In addition to the Increased severity,
Friedman (1983) found a greater number of Medicare patients have been admitted
to Oregon nursing homes following the implementation of prospective payment.
These reports, along with a considerable number of anecdotal statements, were of
concern to the local health planning agency, Northwest Oregon Health Systems
(NOHS).

In response to these local issues, NOHS funded a small research project to
examine the health status of Medicare patients at hospital discharge before and
after the implementation of PPS. The project was initiated under the direction of
Merilyn Coe, Dr.P.H. and Anne Wilkinsnn, M.S. The data collection instrument was
developed in concert with Patricia Pat:erson, R.N., M.A. In October, 1985, NOHS
was awarded a grant from the Health Care Financing Administration (HCFA),
which enabled us to conduct the study described in this report "Dependency at
Discharge".

Many case mix grouping systems and measures of patient characteristics have
been advanced to describe patient populations, their resource consumption, and
their impact on the delivery system. However, with the implementation of the
DRG based PPS, the effort to evaluate its impact has been focused on a few
hospital related issues. For instance, the considerable research done on
management performance, market share, staffing patterns, and financial viability
has taken precedence over efforts to examine the impact of the PPS methodology
on beneficiaries.

Clearly, the variables forming a patient classification scheme depend on the
ultimate use of the care system. For the purpose of admission to an acute care
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facility, two classification systems are common: DRG and ICDA codes. The major
explanatory variable in these systems is medical diagnosis. However# many
authorities have pointed out the limitations of a diagnosis-centered approach in
describing the elderly (Kane & Kane, 1984). Recently Susan Horn (1986) reported
that information based solely on diagnosis, expenses or charges makes clinical
comparison difficult.

The next most utilized set of classification tools falls Into the category of
screening or pre-screening tools for post-hospital placement. Some hospital social
work departments have developed tools for identifying high risk patients and have
developed flagging criteria for tracking patients from the ti-he of admission.
However, their approach has been directed primarily towards assessing social,
financial and functional status excluding medical indicators.

The scope of the original NOHS study required that the data collection
process be based on chart review. Eleanor Chelminsky (19M) asserted in her
statement to the Senate Special Committee on Aging that "there are no existing,
validated measures currently being used to abstract data from medical records
except for physical conditions". The standard assessment methodology for hospital
record discharge summaries is the "lnterqual" which measures patient medical
stability.

Indeed, there is a need fo i multi-dimensional instrument that would include
several variables. We determined that this was a necessary step and decided to
begin by examining the content of nursing notes for information on functional
status. The Dependency at Discharge classification tool builds upon t'1:s
perspective and includes ratings on nursing requirements (procedures,
signs/symptoms, medi.,tions) as well as three factors often found in placen,:ot
screening tools (a,:tivity/mobility, bathing and psycho/sorial status). In addition to
the ratings, other information was collected. Fescriptive items were: sex, race,
hospital, DRG, admission date, discharge date, readmission date, readmission D)RG,
rater and review date. Data were also collected on pre/post hospital living
arrangements and community y services.

This approach was successful and a prototype of the instri nent was
developed in March, 1985. The s,ction on Instrunent Development details the
process. Our research has been a contiouous process although it was funded by
different agencies at different stages. Initial funding, Jantiary to September, 1995,
was provided by NOHS and further funding by a IICFA grant was fro n October,
198 5 to May, 1996.

The research team has been able to meet the objectives; of the scope of work
described in the grant. It appears that the rlependcnr.y at Discharge tool is a
promising approach to utilizing information in medical charts and to understanding
the role of functional disability in classifying patients at the time of( hospital
discharge.
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IV. DISCUSSION

A. METHOIOLOGY
I. Instrmet Development

Patient classification for purposes of planning and designating resources and
dollars has been widely discussed In the literature over the past two decades. Most
classification schemes have attempted to quantify the level of nursing care
requirements of patients in acute hospital settings. These systems usually include:
patient's need for assistance with activities of daily living (AOL); special
procedures and treatments; observational needs; instructional needs and emotional
needs. Age has been considered a less universal predictor of nursing care
(Ciovanetti, 1978). Foley and Schneider (1950) examined six assessment tools for
long term care placement and found that most of them related to patient ability to
perform ADL, mobility, mental and behavioral status, and degree of nursing
services and treatments needed. Leatt, Day and Stinson (1981) reviewed some 34
classification scales and studies and derived an Instrument for assessing and
classifying long-term care patients by type of care. They observed 385 patients
using 130 measurement variables. They found that the two most Important
variables for discriminating between care needs were: requirements for nursing
services within an institution; and need for medical assessments. The next most
important variables were: level of independence in walking; age; and independence
in grooming. Their analyses showed that psychosocial variables did not emerge as
important contributors for determining care requirements. Brill et ai (1978) also
found that a patient's level of functioning was more predictive than his diagnostic
category for predicting agency resource use.

Another issue is the data collection method used for classifying patients.
Most such classification tools depend on direct observations of patients. Ballard
and McNamara (1982) reported a retrospective study of 397 records among nine
home health agencies within two diagnostic categories (cancer and cardiac). They
found that a major limitation was variation in recording systems among the nine
agencies and suggested that the lack of standardized recording practices and
policies reduced the validity of comparisons between agencies. However, the study
was useful as it demonstrated findings similar to those noted above; that is, the
critical predictors of nursing care resource use were deficits in self-care and
physiological maintenance. The study was also valuable because it explored the use
of secondary data for classifying nursing needs and patient status. No other chart
review tools could be located from the literature review. This was a strong
indication that the present study should be pursued.

Because the instrument was to be used for chart review, it was based on
criteria relevant to the hospitalized population and variables were selected that
would be common across hospital settings. The literature supported u-sing
indicators of activities of daily living and indicators of need for nursing service.
The measures selected for activities of daily living were activity/mobility and
bathing/hygiene. Three measures were selected as Indicators of potential nursing
need: signs/symptoms, medications and procedures. In addition, age was added to
the formula because it is felt that a higher incidence of post-hospital dependency
and care requirement Is associated with increasingly older age.

The purpose of the initial Instrument Development phase (March - September)
was to develop a tool that would measure an individual's level of independence
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and/or dependence in self-cae at the point of hospital discharge. Through the
processes of literature review, chart content review, and expert panel review,
content validity was established for the tool. The instrument was developed by
Patterson, Coe and Wilkinson. The purpose of the second phase (October - May)
was to test the instrument. Reliability was measured using Pearson Correlation
analysis. Inter-rater correlation means were compared for the total scale and for
each item In II reliability test samplings. Frequency distributions of paired
correlations were also examined for the six items and for the DEPENDENCY
SCALE to determine whether any rater was inconsistent with the others. The
study methods and outcomes are described below. Copies of the Instrument and
the instrument protocols are in the Appendix.

Content Review of Hospital Records (April - June, 1985)

To determine measurability of these variables, 48 records were screened for
content availability. A tool containing items borrowed from other patient
assessment instruments (relative to activities of daily living and to psychosocial
status) and new Items (relative to medications, symptoms, procedures) was used to
review records from five hospitals. This effort revealed that the desired
Information was indeed documented in the medical records: activity/mobility (96%
of cases) bathing (72%) medications (100%); and symptoms/procedures (87%), as
observed by Dr. Coe and Ms. Wilkinson.

A model for the instrument was then designed, using ordinal rating scales and
cumulative scoring to achieve an overall classification rating for the patient's level
of dependency, or acuity at hospital discharge. The model is similar to many
patient classification tools and is structurally similar to the-APACHE ii severity of
illness system for rating critical care patients (Knaus, Draper and Wagner, 1984).

Using the new instrument with six rating scales, a pilot test was conducted on
ten hospital records. This test demonstrated that it was possible to use hospital
records to rate each patient. Protocols were then drafted to outline decision-
making steps for forming judgements about the ratings.

Expert Panel Content Validation (June, 1985)

A group of nurses considered experts in hospital patient assessment for
purposes of discharge planning were convened to evaluate the Instrument and
protocols. The group included two hospital discharge planners, one home health
director of a hospital agency, one adult care clinical specialist/nurse educator, and
one hospital medical unit head nurse. The evaluation process consisted of a series
of Independent assessments and votes in answer to the following questions:

1. do the six items pertain to dependency at hospital discharge?
2. are there other items you would add to the concept of dependency at

hospital discharge?
3. do the descriptions for the ratings generally pertain to (are they

variations of) each tool Item?
4. using the definition for each item, are each of the ratings discreet and

independent?
3. using the definition and the protocol for each item, are the ratings

discreet and independent?

4
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Modifications suggested by the group were incorporated Into the instrument
and protocol revisions. The Dependency at Discharge research instrument and
protocols for dita collection were completed In 3uly, 198.

Data Collection Training (August September, 1995)

Seven nurses were hired and trained to use the instrument in two separate
training periods. The first group of three data collectors was trained In August,
198,, using records from four study-site hospitals. A second group of four data
collectors was trained in October, 1983, using charts from one of the study
hospitals.

The format Inr the training sessions was the same for both sessions: the
groups assembled for several hours in a conference room near the medical records
area. Ms. Patterson, who had written the data collection protocols, served as
trainer. In addition, she served as a data collector for the project in each of the
four sample hospitals.

The training sessions included reviewing the history and purpose of the
Dependency at Discharge research tool, reviewing the data abstraction protocols,
and using several trial records for rating and discussion. Agreement rates, based
on DEPENDENCY classification, were tallied during the sessions to monitor
learning and achievement of consistency across raters. When agreement rates
reached at least 70 percent, raters were asked to independently review records for
the reliability samplings.

The data collectors were all baccalaureate-level nurses from various schools
and with various levels and types of nursing experience. One was recently retired
from 40 years work as a medical-surgical nurse, two were recent graduates, two
were nursing graduate students and one was a university faculty member. An
eighth nurse began the training and the data collection process In August, but soon
moved out of the state. Any records she had abstracted for the study were
excluded from the data analysis.

5
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2. Instrument Testi%

This section describes the activities that occurred upon receiving the HCFA
grant. Two types of reliability were addressed to test the "Dependency at
Discharge" Instrument: inter-rater and internal consistency. The scale was
designed with six Items. Other possibilities included using the scale without
MEDICATIONS or without MEDICATIONS and AGE. We withheld judgement on
which scale was the most parsimonious until reliability analysis could be done,

For the reliability tests, a random sample of 162 records was selected from
the four study hospitals. An attempt was made to parallel the study sample by
selecting at least three charts per DRG, per pre. or post-time, and per hospital.
The reliability sampling was done eleven times, roughly two times per month,
during the data collection period. This sample approximates the study sample with
representation of DRGs, hospitals, raters, pre.DRG admissions and post-DRG
admissions (Table I).

For inter-rater reliability, we measured agreement between pairs of raters.
Since there were seven raters, numerous pairs were subject to testing, using the
Pearson correlation statistic. The goal was to achieve correlation coefficients
greater than .70. Mean correlation coefficients for paired ratings in each of the
eleven samplings were computed for six instrument items and the DEPENDENCY
scale (Table 2). The mean of mean coefficients was .92 for DEPENDENCY.
Further, 93% of the rater pairs obtained coefficients above .80 for the scale.
These findings indicate a high level of agreement for the DEPENDENCY scale,
using six items.

A more stringent test for itter-rater agreement was conducted by calculating
mean correlation coefficients for the six items independently. The mean
coefficients were: ACTIVITY - .79; BATIiING - .821 MEDICATIONS -. 7;
PROCEDURES - .79; SYMPTOMS - .79; AGE - .99 (Table 2). Agreement was
weaker for the individual items than for the DEPENDENCY scale as a whole. The
exception was the AGE item, which did not require judgement.

The internal consistency of the instrument was examined by calculating Alpha
coefficients. This coefficient is a function of both the number of items and the
average correlation among items. For the six item scale the Alpha coefficient was
.79; for the five item scale (without MEDICATIONS), .82; and for the four item
scale, (without AGE and MEDICATIONS) .86.

Based on a number of considerations, the four-item scale was chosen for use
in this study. In addition to the higher alpha coefficient, two other elements
support this decision. The removal of AGE Is based on the recognition that age is
already factored into the DRG formula. Therefore, If DEPENDENCY is to be
considered as a potential DRG formula co-factor, then age should not be
represented twice. Also, the removal of AGE and MEDICATIONS from the scale is
supported by the low correlations of these items with the other items (Table 3).

In summary, it Is clear from the analyses that the inter-rater agreement and
internal consistency were well above acceptable standards. In particular,
DEPENDENCY is highly reliable when consisting of the following four items:
ACTIVITY; BATHING; PROCEDURES; and SYMPTOMS.
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3. Study Desin

The second objective of the study was to analyze preliminary evidence on the
impact of DRGs using a pre/post design. To accomplish this objective, we sampled
charts in 1981, 1982 and 1983, representing the cost-based reimbursement system,
and 1984 and 1983, representing the prospective picing system, thereby employing
an interrupted time series design (Campbell and Stanley, 1963). This approach used
18 months of pre-PPS and up to 1 months of post-PPS data on Medicare
beneficiaries to develop preliminary evidence of the differences between patient
status before and after the implementation of PPS. All charts were randomly
selected.

The two time periods were October, s981 through September, 1983 for pre.
DRG and April, 1984 through July, 1985, for post-DRG.

Beginning in October, 1983, the study team made a basic decision about the
course of the research. Because of the limited resources, the team decided that
only five diagnostic categories could be investigated. The process for determining
the selection was complex.

Meetings were set at each of the participating hospitals in order to identify
which DRGs were most common and which were problematic (in terms of
placement and reimbursement) for that hospital. In addition, the Oregon Medical
Professional Review Organization (OMPRO) developed a list of the most common
DRGs in the greater Portland area. The lists were then compared, eliminating
those DRGs that would identify the hospitals. The top three in all cases were: 14
-stroke; 89 - pneumonia; and 127 - heart failure. There was more variance with the
problematic DRGs, but 209 - hip replacement and 210 -major joint pinning were the
ones most frequently identified.

The sample size was determined by power tables (Fleiss, 1973). In order to
test for a result greater than chance (.05), a minimum of 130 observations per
DRG, per time period was necessary. Because four hospitals were participating,
we-decided to oversample for a desired total of 2,900 charts. Selection for medical
DRGs were done in four hospitals and selection of surgical DRGs were done In
three hospitals. The desired distribution is illustrated below.

Desired Sample Selection

Pre-DRG Post-DRG
10/81 - 9/83 4/84- 7/85 Total

Medical DRG
(140, 89t 127)

Hospital A 250 250 500
Hospital B 230 250 300
Hospital C 250 250 300
Hospital D 230 250 500

Sur~cl DRG

Hospital B 150 150 300
Hospital C 150 150 300
Hospital D 150 150 300

Z9900
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We were successful in approximating the desired sample selection. Due to
various problems (delineated in the next sections) we were only able to review
2,622 charts. An Illustration comparing desired sample to actual sample Is
presented In Table 4.
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. Sample Selection

To ensure a large enough pool of Medicare admissions within the pre/post
time periods, the research team determined that only large or medium sized
hospitals were eligible for inclusion in the study. Therefore, hospital
administrators representing twelve hospitals in the Portland metropolitan area
were contacted by letter or by phone and asked for their hospital's participation in
the Dependency at Discharge research project. Four metropolitan hospitals#
similar in organizational structure and type of patient services, agreed to
participate in the study. Two of the hospitals were large (300. beds) and two were
medium sized (100-300 beds). The proportion of Medicare admissions to those
hospitAJs ranged from 20 percent to 65 percent.

The research team met with the numerous review committees in the hospitals
to describe the project in greater detail. Meetings were held with each of the
hospital's medical records department administrators to make arrangements for
data collection. Upon review of the data collection instrument, most of the
reviewers and records department administrators believed that the information
would be available in their hospital records. Information was gathered about each
hospital's record keeping system, and a time was set up to conduct an initial
training session for the data collectors. It was important that the data collectors
were familiar with the idiosyncrasies of each hospital's record system.

To control for possible effects of changes in management policies and
practices as a result of PPS, medical records were not included for the study in the
six months before and six months after each hospital converted to the DRG
reimbursement system. Each hospital had different PPS start-up periods but all
conversions transpired between October, 1983 and April, 1994. Thus, selected DRG
admissions were eligible for inclusion in the study from October, 1991 through july,
1983, except for the period between April, 1983 and September, 1984 when the
sample hospitals were converting to the PPS system.

Hospital records were randomly selected for inclusion from master lists of
DRG-speciflc Medicare admissions for the pre- and post-time periods. Each
hospital's medical records director was asked to supply the research team with lists
of all admissions for Medicare beneficiaries two years before and up to 18 months
after conversion to the DRG reimbursement system. Inclusion on the masterlist of
Medicare admissions depended upon the following criteria: Medicare beneficiary,
60 years or older, discharge date, and discharge under the study's selected
diagnostic related groups (DRGs) - 14, 9, 127, 209 and 210. Generally, the master
list included the following information for each admission: patient identification
number, admit date, discharge date, length of stay, discharge disposition and DRG.

The study sample was randomly selected from each hospital's master list
according to the following criteria: age (60 or older), did not expire on selected
admission, and a length of stay between two (2) days and twenty-two (22) days.
Lists of eligible medical records for each hospital were then typed and given to the
hospitals to use in selecting patient records. The NOHS data collectors also used
this list to mark off each chart when it had been abstracted. The minimum number
of charts, per hospital, per time, per DRG was 80. The total sample size goal was
2,900 charts and 2,622 were reviewed. Table 4 illustrates the distribution of the
sample by hospital.

In two hospitals, the universe of cases did not equal or exceed the required 80
cases per DRG, per time period. Anticipating that this might happen, the research
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team determined that all admissions within the pre/post time periods# including
repeat admissions by the same patient, would be considered eligible for selection
into the sample as long as the selection criteria were met. Where possible, over.
sampling was done for the pre- and post- time periods to ensure an adequate pool
of replacement cases for charts found to be Ineligible.

Another problem encountered during the sample selection was that two
hospitals did not have their pre-period Medicare admissions on an in-house
computer. Thus, a hard-copy printout of Medic4re admissions had to be used to
identify eligible cases by hand. Two hospitals did not have their pre-period
admissions listed by DRG. Thus, the research team had to use hard-copy listings of
admissions to identify eligible cases using the ICDA codes in the sample DRGs.
Additionally, one hospital was excluded from the sampling of surgical ORGs due to
the length of time required to develop a valid list of cases eligible for selection.
Finally, protocols had to be developed to coordinate the pulling and refiling of the
medical records to ensure that all records were available for coding.

10
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S. Daft CollecUon

Data abstraction for the study sample took place between September, 1985
and April, 1986. Ms. Wilkinson coordinated the scheduling of data collection with
each of the medical records directors. In consideration of the work load of the
hospital records departments and the demands of this project (e.g., approximately
800 charts per hospital), all data collection was scheduled at least a week in
advance. In addition, the hospitals required from three days to one week for
pulling selected sample records for coding.

Data collection in each of the hospitals lasted from two to three months.
Problems encountered in the data collection included the following. There was
difficulty in scheduling data collectors due to hospital demands for abstracting only
during certain hours. One hospital had its pre-period charts on microfiche, which
made identification and abstraction more difficult and time consuming. Scheduling
for data collection was awkward during high work load periods and while other
studies were being conducted using the records departments. Data collection
during vacation time (summer) and during the holidays (Thanksgiving and
Christmas) proved to be problematic and it was often difficult to schedule part.
time data collectors. However, these problems of scheduling, sample
identification, and coordination with record departments were minor on the whole.

A total of 2,622 medical records were abstracted in this study: 393 from
Hospital A; 648 from Hospital B; 509 from Hospital C; and 733 from Hospital 0.
Completion rates for data collection were extremely high with only five (3) charts
from the entire sample being ineligible due to insufficient data in the medical
record. A few charts were determined to be ineligible for other reasons, including-
the patient expired on the identified admission; the chart could not be found or was
being used on the floor for other purposes; the chart was out of the hospital being
transferred to microfiche; the wrong identification number was typed on the list
and the appropriate chart could not be identified; the length of stay was shorter or
longer than the two to twenty-two days stay; or the DRG was wrong. Where there
were replacements available, ineligible charts were replaced until 60 charts per
DRG were coded or no other charts were available. The data was reasonably
complete with no single variable having inore than one percent (1%) missing data.
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B. DATA ANALYSIS

The objective of the data analysis was to examine and test the differences in
pro/post characteristics. The data analysis section is divided into six areas:
descriptive information; length of stay; age; Dependency by DRG; Dependency
class; hospital discharge disposition; and recommendation. For test of significance$
the .0 level of probability was applied. For ease in presentation, the 1981-1983
period is labeled the pre and the 19841989 period is labeled post.

f ewiptive Information

All record subjects were Medicare beneficiaries with 36% male and 64%
female. The sample of 2,622 records included 1,264 (48%) in the pre-period and
1,338 (2%) in the post-period.

DRG TOTAL PRE POST
iO " (14) 612T2T 2%) 295T'4.7%) 33TT'3.%)

PneJurnnia(9) 630 (24.l) 289 (45.9%) 341 (54.1%)
Heart Failure (7) 733 (28.0%) 331 (47.9%) 382 (32.1%)
Hip Replacement (209) 371 (14.2%) 180 (48.5%) 191 (1.$%)
Major Joint Pinning (210) 248 (9.%) 141 (56.9%) 107 (43.1%)

Total 100%

A chi square test indicated that the pre- and post- samples were not
significantly different based on distribution of ORG.

t th of Stay (LOS)

The measurement of LOS was constrained by the sampling methodology. We..
included in the study sample only those LOS between two and twenty-two days in
order to limit the outlier effect.

The mean LOS for the live diagnostic groups in pre was 11.3 days and in post
was 8.6 days. This represents a significant reduction of 2.7 days (Table 5). This
reduction parallels the summary Medicare data from Multnomah County, Oregon,
which reported a drop of 2.4 days LOS from 1982 to 1994 (OMPRO, 1986).

When LOS is examined by differences between medical and surgical, the
medical DRGs (14, 9, 127) had far more v iriance (as measured by standard
deviation) than surgical DRGs (209, 210) (Table 5).

In addition, when LOS is computed by DRG by pre/post period, there was a
significant reduction in LOS in all DRGs (Table 5).

The average age for the pre period was 80.3 years and for the post period
77.2 years. Rather than using age as a continuous variable, It was grouped into
four age categories; 60-65, 66-75, 76-85 and 86+. The distribution of the two
samples was:

12
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Age Category PRE (nr 1228) POST (n 1329)

66-73 24.5% 27.6%
76-83 39.5% 40.3%
83+ 33.4% 23.7%

when tested by the chi square method, the difference is significant.

In disaggregating and comparing the data by DRG, an Interesting pattern Is
evident (Table 6). There was a significant Increase in the younger Age groups (60-45
years) for stroke, heart failure and hip replacement patients and a corresponding
decrease in the 86. Age group. No such pattern was seen for pneumonia and major
joint pinning. Indeed, these two DRGs represent 41% of the admissions in the 86+ Age
sample. If older patients are being admitted less often in certan DRGs, what factors
are influential? Five changes between 1982 and 1984 might be contributory:

I. More stringent admissions criteria (e.g., higher acuity);

2. Coding differences (20% of the 1982 sample were coded on ICDA
codes);

3. Upgrading of nursing homes - capacity to handle older stroke or heart
failure patients who are having a subsequent episode;

4. Expansion of technological capacity (e.g., incentive to perform hip
replacements at younger age);

3. Competition.

While more stringent admission criteria might apply across all DRGs, the
Issue of technological capacity does not. For example, our findings showed that
patients who had hip replacements were significantly younger in the post-DRG
period while at the same time, the Age distribution of patients receiving major
joint pinning were proportionately equal in both pre- and post- time periods.

In comparing the three medical DRGs (stroke, pneumonia, heart failure), it Is
possible that the difference between the need for medical management, as opposed
to nursing management, may account for older stroke and heart failure patients
being cared for in nursing homes rather than being sent to hospitals. Pneumonia
patients are, perhaps, being sent to hospitals for mec *-al Intervention.

Dependency by DRG

The DEPENDENCY SCALE that measured Dependency at the point of
hospital discharge used four items: ACTIVITY, BATHING, PROCEDURES and
SYMPTOMS. The scale ranges from 0 to 24. The average dependency for 1982 was
8.9 and for 1984 was 9.7. Applying a t-test, the difference Is significant at the
.001 level (Table 7). In some instances this difference (.8) may not have a great
pragmatic value, but the instrument appears to be sensitive enough to detect small
changes that could be important intrinsically or could grow over time. The scale
provides a mechanism for analyzing readiness for discharge and could also provide
a baseline from which to measure the effects of post-hospital sub-acute care.

13
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Disaggregating the total is necessary to understand the differential impact
of PPS on the five DRGs. Three out of five tests# based on individual ORGs,were significant. The three DRGs in which the data indicate a significant
increase in Dependency are hip replacement (.001), heart failure (.01) and
pneumonia (.03). See Table 7. The data did not indicate a significant increase instroke and major joint pinning. The latter showed high Dependency for both the
pre- and post- periods

Finally, our data clearly indicate that the rise in dependency Is not linear(Figure 2). Dependency rises more sharply for the higher age categories. The
upper age groups had significantly more women. Therefore, the finding that
women were more dependent than men is consistent with their representation in
the upper age categories.

DCla
In order to provide a more useful assessment framework, we decided to

reduce the DEPENDENCY SCALE into four classes. These classes were:

Class 1 0-3 : minimally dependent
Class II 6.11 : somewhat dependent
Class 11 12-17 : moderately dependent
Class IV 18.24 : severely dependent

As can be seen in Table 8, In the post period, the proportion of Class I
Dependency decreased. In all other classes the proportion increased. As testedby chi square, the difference between the pre and post periods was significant.

When Dependency class was examined In relation to length of stay, an
interesting finding was evident. For the entire sample, mean LOS for Class I was
6.7 days; Class 11 9.4 days; Class 111 10.2 days and Class IV 9.6 days. One might
expect that, as Dependency increased, LOS would also but this was not the case
(Figure 3). One explanation may be that 49% of Class IVs came from nursing
homes, suggesting that post-hospital placement might be more readily available.

Past4fos!tal DftgM Dispositin and Recormmnation

We recorded data from the medical charts which listed the type of
discharge disposition: home alone; home with another; group home; nursing
home; another hospital; or unclear information. There was a tendency for more
home discharge dispositions (measured as home alone and home with another) in
the post- period than in the pre- period.

When examining "another hospital" discharge disposition, as compared to
ail others In the pre versus post periods, the difference is highly significant with
p <.001 (chi square test). One explanation for this significant increase in post
"other hospital" placements could be that the DRG we selected generally
required rehabilitation support. But there may be an unbundling of services that
were previously provided as one unit. Other evidence suggests that some
beneficiaries are being stabilized and then transferred to other hospitals,
particularly for rehabilitation services.

Finally, there was a slight Increase in the number of home health service
recommendations. However, it is not possible to separate the effect PPS had on
home health service recommendations for post-hospital care.

14



178

V. SUMMARY AND FUTURE PLANS

This section summarizes the results of the "Dependency at Discharge" study.
1he "Dependency at Discharge" instrument was based on criteria relevant to the
hospitalized population. The scale was composed of items identified from
literature review and data available on patient hospital charts. The reliability
results were very positive. Not only was the instrument convenient and reliable
but it supported the use of secondary data for classifying patients. based on the
successful reliability results, as well as the tool's conventem for measurement of
hospital records in lieu of direct patient observations, we believe the instrument
warrants additional development; specifically, validity testing.

The study is limited by the lack of validity testing on the instrument, the
pre/post design as well as the focused geographical sampling. Potentially, many
factors could confound the results. We tested one; age, and found the pre/post
samples to be significantly different. We could have tested other descriptive
characteristics, economic climate or technological advances. Despite the
limitations, however, the findings can be accepted with considerable confidence
because of the careful methodology that was employed.

Of major Interest is the age difference between the Pre-DRG sample and the
post.DRG sample. The post sample was significantly younger (and significantly
more dependent In certain DRGs). One explanation for this phenomenon is that the
older, old are not being admitted unless they diplay acute medical symptoms. We
hypothesize that they remain in other settings such as nursing homes and private
homes, whereas in pre-DRG years they would have been admitted to a hospital.
Many nursing homes have upgraded their staff and facilities and are capable of
providing for heavy care patients. Therefore, the older old may be remaining in
these other settings for those diagnoses that center on nursing intervention rather
than medical treatment.

In addition to the change toward the younger beneficiary, Dependency scores
increased in three of the five studied DRGst pneumonia, heart failure and hip
replacement. When considering this finding, it appears that the cost containment
system is indeed having an impact on individual health status amung patients in
certain DRG classes. Whether this increased dependency influences the ability for
the patient to recuperate in other settings could not be examined In this pilot
study. Replication studies are needed before generalizing these findings to other
DRGs.

Policy lmllcations

The first implication derived from this study is that discharge decision-
making should incorporate a systematic approach for screening patients in
preparation for hospital discharge. Further, we suggithat the screening method
include a measure of patient Dependency, as defined in this study. Our evidence
suggests that self-care limitations can be reliably estimated by rating mobility,
bathing, care procedures and symptoms. The cluster of these parameters provides
a more discriminating assessment than do any of the individual elements.
Eventually this approach could enable-a more appropriate match between patient
needs and continuing care resources.

15
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A second policy implication concerns progressive differences in the health
care system configuration. The focus of hospitals has evolved from a broad scope
of health disability care to a narrow scope of strictly defined acute medical care.
Hospitals are realizing cost savings due to reduced lengths of stay but patients are
now leaving the hospital in a more dependent state In certain DRGs. The inference
here is that post-hospital care facilities and agencies need to be adequately
equipped, financed and prepared to accommodate this shift. Quality care standards
should not be dependent on setting. We recognize the need for care review and
strongly support the development of post-hospital care policy which will enable
adequate services for Medicare beneficiaries.

In conclusion, we believe that future work should include investigations
pertaining to Dependency in: other representative DRGs; other hospital settings;
other regions of the country; and other health care delivery settings, such as
nursing homes, group homes and private homes. NOHS is committed to continuing
this important research so that we can better understand the impact of policy on
the health of a major portion of America's population.

I',
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VII. A PPENDIX

Dependency at Discharge Tool
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TABLE I

RELIABILITY RECORD SAMPLING DESCRIPTION

NUMBER OF CASES

NO. OF
TIME tIOSPITAL RATERS

2

2

3

3

3

TOTALS

A

B

(.

A

C

0

C

B

A

B

D

PRE ORG POST ORG ORG

5

6

0

6

9

0

7

II

13

6

4

8

4

9

7

12

9 8

71 91

PERCENT OF TOTAL

TOTAL

14 89 127 209 210

5 2 4 0 0 II

4 3 3 0 0 10

3 1 1 0 0 a

3 3 4 0 0 10

6 6 6 0 0 18

0 I1 0 0 0 11

5 5 3 0 0 13

2 4 8 0 0 14

5 4 6 6 4 25

6 4 4 1 6 25

0 0 0 a 9 17

39 46 39 19 19 162

44 56 24 29 24 12 12

24



TABLE 2

INTER-RATER PEARSON CORRELATION MEANS
FOR ITEMS AN DEPENDENCY SCALES

BASED ON SIX AND FOUR ITEMS

SAMPLE ACTIVITY

1 .79

2 .82

A .96

4 .30

5 .90

6 .71

7 .91

8 .61

9 .76

I10 .83

11I .75

MEDIAN .80

MEAN* .79

BATHING. MEDS PROCEDURES SYMPTOMS AGE DEPENDENCY (6) DEPENDENCY (4)

.83

.91

.94

.69

.85

.81

.73

.77

.74

.75

.s2

.50

.68

.72

.70

.72

.86

.80

.67

.65

.81

.80

.76

.79

.84

.93

.82

.78

.62

.72

.61

.82 .72 .80

.82 .75 .79

.86

.63

.73

.48

.71

.73

.96

.62

.63

.79

.70

1.00
1.00

.59

1.00

1.00

1.00

1.00

1.00

.98

.95

1.00

.73 1.00

.79 .99

*M.ean Correlation Based on r to z Transformation

.93

.96

.95

.76

.94

.88

.93

.84

.89

.92

.92

.92

.91

.95

.95

.82

.95

.88

.96

.82

.87

.91

.87

.91
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TABLE 3

INTER -ITEM CORRELATIONS ANn ALPHA COEFFICIENTS

FOR THREE SCALE VERSIONS

Inter-Item Correlations

AC':T BATI MFJ)S PROC

I .00

.11

.65

.11

1.00
.12
.5)

.11

1.00
.01
.11
.02

1.00

.03

SYMP AGE

1.00
.09 1.00

Alp!! Coefficients

ACTII ATtI/MEnS/!fROC/.SYMP/AGr Alpha Coefficient .78
AC T!BATtt/PROC/SYMP/ AGE Alpha Coefficient .82
ACT/ 1ATlftPROC/SY MP Alpha Coefficient .96

e

ACTIVITY
RIATH4

SYMPTOMS
A61.

S(dle 1:
4,1ale 2:
St ale 1:
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TABLE 4

DISTRIBUTION OF SAMPLE:
nESIREn AND ACTUAL

DESIRED
PR-

10/tl - 9, 7

2 1-
2%

I SQ
I SO

ACTIJAL

I'
1I,, NI -t , 1

I14

% ifA i I')R&
ff~o, .?I-P

110-s r *

2SC)

I SQ)

I S

1 SQ

p~"s r
42~j 7 %S

lit
8?
65

Itlostit it
I iI I~ Ii

I'

I IOflpiil It
! jiii 11

TOTAL

Soo
500

s()

h I(',w ii11

110,,1) t II
fIIti! IilItbst)t lii i

1')

1)

TOTAL

4O10
"54
5019
iris

1)6
199
229
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TABLE 5

LENGTH OF STAY

SUMMARY

Standard
(N -2,528) Mean flav' Ieviation t-value

PRI' (1,2(0) 11.3 4.9
pk)ST ( 1, 120) 8.6 3.8 15.010 2,

BY PRE/POST

Standard
, 'RG 14 (Stroke) mean nay deviation t-valoes

PRE: (271) "-[: - . .- ..

P)ST (127) 7.? 3.1 10.10' *

DRG 89 (lne noni.)
IlRr 0276) 9.(. 4.3
POST 0 10].,) 1.8 ).5 5.16,'

IPtR(. 127 (ljeart Faaiiire)
PIR I (1,6) 9.2 4.7
l-.IST (i7j 7.2 3.1 6.67 * '9

lif (9 177) 15.5 t.6

POSr 'AM, 12.1 1.6 8.27'''

I)H . I ? 2 j (\i, (13)tt P3.n n.,

t' I 1 w'+V I

$.l57 O-86--7
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TABLE 6

AGE DISTRIPAJTION BY PRE/POST AND DRG

'7 5
7t)- S5

X5.

66. 6 5
66 75
76-5

e)0- f.)5

(qt 7 5
7tA- 6.5

24. 5 2S,19. 5 4

2'). 7 4)

II. 14t,

2.2. C
2(). 1,%

f*) k.

f',k) T n - i 12,)

4. 2A4.
27.6%
40.5%

25.7 C.

POSt ',2)- 2)

3.0%b

30.2,

21.3)b

S. 2A-
214.04A,
I).l k,
15.6 k)

I, 1 45) POSE. .1t 172)

60-..
)6- 7 5

1 5)!P.p.,,',.'.

16h- 7, 5

86.

60 #65
66. 75

1E,.

7o)-,s 5
s t)

1.2 .
2'). 1 A.
4, 1 . 4 4
17. 1 'C

It,. 7 'k,

15.6 C.
?1.1 I'It

t1) t" 4fl )

2.1 ,

15.0 4

1. k)

41.7 k)
2 5. 5%

9.9 4)
34.04)
40. 1 )

9. 9'k)

POST t-) - /)

16.8 %
39. 3 )
37., 4%

TOr-AL (n 2557)

4.1%

26. 1%
V0.4%
29.4 %

TOTAL (n-6l 1)

2.4%
25.8%
44.9%
2o. 9 4o

TOTAL (n- 619)

5.4 %
24. 5%
34. 3 %
3 5. 816

TO-T ,X L (n:- 7 17)

2.4%
2 5.0%
41 .6%
31. %

TOTAL (n-371)

8.4%
3 5.3%
41.0%
1 5.4 6

TOTAL (n- 247)

4.0%
20. C%
39.3%
36.0 %

*Ch S .--.tarc in tlhod. the di ,'rf e -(i' I $1gn i ci r 3 .

2,)

PI I"- r 279) 331 n )

11P l F;n 1. sl ) ll0_'r T,n 1911'
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TABLE 7

DEPENDENCY SCORES BY PREIPOST AN[) DRG

Overall .Dep ,ndef( .) _ A__

PRE POST t-viI.,e

9.9 9.7 1.79, * a

;)eplendenc) Pky lP'i", d 1)i IL ,

PRE POST t-valljP"

Stroke
|PJr|i, : non i,'

lHeart Flil;ire
i ip Repla cenlent
'10alor loint P'lnning

11.2
7.9

7.9
12. 3

12.3
8.9
7.5
9.4

12. 1

1.99
1.99 ,
2. 53• •

14.0 1 *' *
.22

S p ' .0 5

"" p ( .01

"'" p < .001
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TABLES -8

PERCENT DISTRIBUTION OF SAMPLE BY DEPENDENCY CLASS

Class-I

Class If

Class III

Class IV

Total

PRE (n--1256)

28.7

42?.8

15.1

13.3

I00. %

POST (n= 1358)

22.5

44.2

17.5

15.8

100. %

TOTAL (n=2614)

25.5

43.5

16.4

14.6

100. %

Chi square test - ***p(.O014

31



TABLE 9

PERCENT OF DISCHARGE Pt ACEMENTS BY DEPENDENCY CLASS AND PREIPOST PERIOD

Placement
Home Alone

Home With Other

Group Home

Nursing Home

Hospital

Information 1nclear

Column Total

Pre Post

7.7 7.5

1S.0 13.0

.6 .7

.2 .I

1.0 .2

28.6 22.5

DEPENDENCY CLASS:

II I11

Pre Post Pre Post

5.7 6.1 ,.3 .4

27.4 27.3 5.6 5.5

1.6 3.0 .5 1.0

7.4 5.3 8.1 8.0

.5 2.1 .6 2.4

.4 .3 .1 .1

42.9 44.2 1i.2 17.4

IV

-J .1

3 .4

11.2 12.0

.4 1.5

0 0

13.3 15.9

T'o r r*L PPtE POST

I 3.

49.9

4.5

26.7

4.I

1.1

10 or)

13.7

52.3

3.4

27.4

1.7

1.5

100 *

14.1

47.7

5.5

26.0

6.1

.7

100 It

Chi Square Test For

Home versus all other by Pre/Post

Hospital versus all other by Pre/Post

p.' .05
" p, .001

Oc4A

j r 14

4.
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Figure 2

MEAN DEPENDENCY SCORES BY
AGE CATEGORY FOR PRE AND
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STATEMENT OF MARK RUSSELL CIIASSIN. M.D.. M.P.II.. M.P.P..
SENIOR PROJECT LEADER, THE RAND CORP., SANTA MONICA, CA

Dr. CHASSIN. Mr. Chairman, members of the committee, my
name is Mark Chassin. I am a practicing physician and a health
services researcher at the Rand Corp.; also, I was deputy director of
the Office of PSRO's at HCFA from 1979 to 1981. Thank you very
much for inviting me to discuss this important issue with you this
morning.

Let me start by saying that quality care research has come a
long way in the last decade, thanks in no small part to projects
funded by Federal agencies such as the National Center for Health
Services Research and HCFA. We can now measure quality of care,
health status, and other health outcomes, as the study just de-
scribed illustrates.

Unfortunately, these methods have not been applied in a system-
atic or rigorous way to the Medicare Program, and thus our knowl-
edge about the quality of care provided to Medicare beneficiaries is
quite limited. We know very little indeed about how quality has
been affected by prospective payment.

Let me tell you briefly about three major studies that we are
now conducting that illustrate some of the most important unan-
swered questions about quality of care. Following on the work of
others, we have documented very large geographic differences in
the use of health services in the Medicare population. If high rates
of use are synonymous with large amounts of overuse, we might
have an easy way to monitor this aspect of quality of care, simply
by counting procedures and calculating rates of use. However, we
know very little about what explains these large geographic differ-
ences. Overuse in high-use areas may play a role, but underuse in
low-use areas may also be an important factor.

Further, both high- and low-use areas might be correct if the oc-
currence of particular diseases varies significantly by geographic
area. We are now in the final phase of a 4-year study that will
measure the extent to which inappropriate overuse in high-use
areas explains geographic differences in the use of three specific
procedures.

Evidence is accumulating that outcomes of hospital care, for ex-
ample in-patient death, vary widely among hospitals. If poor out-
comes are consistently related to poor quality of care, again we
might have a relatively inexpensive and timely way to monitor
hospital quality of care. The recent publication by HCFA of lists of
hospitals with higher and lower than expected death rates under-
scores both the extent of the problem and our lack of understand-
ing of its causes.

Why should one hospital have a death rate for patients with
heart attacks of 40 percent and another experience only a 10-per-
cent mortality? Are the patients at the first hospital that much
sicker than those at the second? We simply do not understand the
circumstances under which quality of care plays a major or a
minor role in creating differences like these.

We are now about midway through a 3-year study that will
measure the extent to which hospitals with unusually high death
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rates provide poorer quality of care or treat sicker patients than
similar hospitals with lower death rates.

When it comes to prospective payment, we have no definitive
data on how it has affected quality of care overall. Why don't we
know more? I think there are at least four important reasons.

First, there has been little systematic research on the quality of
care provided to Medicare beneficiaries. Therefore, we don't have
much data on quality of care before prospective payment was initi-
ated. It is difficult to measure change when you don't know very
well where you started from.

Second, measuring quality of care is a difficult task. To be clini-
cally accurate, measuring quality requires a lot of data. For exam-
ple, each of the forms that we use in the geographic differences
study to collect data for medical records is over 100 pages long and
takes an hour to complete; and that is just to assess one case. Qual-
ity of care may also change over time. Last year's definitions of
good quality often don't apply today; neither do last year's meas-
ures of quality.

Third, in assessing the effect of prospective payment, we must be
comprehensive and unbiased. While it is certainly possible that the
quality of care may be adversely affected by per-case payments, it
is also possible that quality may have improved. If physicians and
hospitals are able to reduce length of stay and services appropriate-
ly, then patients will benefit by being spared exposure to the ad-
verse effects of these unneeded hospital treatments.

Finally, prospective payment was not implemented in a fashion
that facilitated its evaluation. It was not begun as an experiment
with carefully constructed control groups, nor was enough plan-
ning devoted to the development of the evaluation methods re-
quired to measure its impact. We are just beginning a comprehen-
sive study of the effect of prospective payment on quality of care.
We will examine some 20,000 patient records in six States from
time periods before and after the implementation of prospective
payment.

In conclusion, let me emphasize that, although there are impor-
tant unanswered questions concerning quality of care in the Medi-
care Program, we are making progress toward answering them.
The research is expensive, and it is time consuming, but it will
produce answers. Thank you.

Senator DURENBERGER. Thank you, Dr. Chassin. Dr. Anderson.
[The prepared written statement of Dr. Chassin follows:]
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Statement Submitted to the Senate Finance Committee

Quality of Care and Medicare's Prospective Payment System

Mark R. Chassin, M.D., 4.P.P., M.P.H.

Senior Project Director

The Rand Corporation

June 3, 1986

Prospective per case hospital reimbursement represents the most

radical change in health care financing in this country since the

enactment of the Medicare and Medicaid legislation in 1965.

Establishing the Prospective Payment System (PPS) fundamentally changed

the financial incentives faced by hospitals providing medical care to

Medicare beneficiaries. In this statement I will briefly review the

major aspects of these changes and discuss their implications for

quality of care. I will also discuss the major unanswered questions

concerning the impact of PPS and other recent financing changes on the

quality of care received by Medicare beneficiaries azzd summarize some

researcE now in progress to answer these questions.

Summary of New Incertives

Because hospitals receive payments on a per case basis under PPS,

they are encouraged to provide as few services at as little cost as

possible to each patient. This incentive affects virtually all hospital

services. For example, the use of intensive care units (ICUs) is

markedly discouraged since these areas of the hospital provide some of

its costliest services. Hospitals are under pressure to reduce their

ICU capacity. Similarly, hospitals may also consider reductions in

staffing of nurses in ICUs and regular wards and of other personnel in

other departments.
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Some hospitals may decide that .PrCr services are no longer worth

the cost to provide and that many rew -ervices may not be worth their

cost to acquire. This trend is beginning in many institutions in the

limitation of pharmacy services by reducing the availab:e scope of

drugs, often focusing first on expensive antibiotics. Similar

reductions in high-cost laboratory, radiologic, or therapeutic services

may also be considered. The spread of some new technologies such as the

latest generation computed tomographic scanners and magnetic resonance

imaging devices may be sharply curtailed as a result of PPS.

Hospitals now have a strong incentive to discharge patients earlier

than they might have prior to PPS since their payments are largely

independent of length of stay. This is perhaps the most often discussed

new incentive.

PPS-also strongly encourages hospitals to increase the number of

admissions to their facilities. This may be accomplished either by

increasing the number of patients treated or by dividing what might once

have been single admissions into multiple hospital stays. For example,

certain staged surgical procedures formerly performed during a single

admission might now be candidates for two or more stays. Multiple

medical problems may not all be evaluated during the same admission.

Further, and perhaps more insidious, is the incentive hospitals now

have to avoid admitting the sickest patients within any particular

diagnosis related group (DRG). If a hospital can succeed in admitting

only the least sick patients within a DRG, then it will be likely to

retain a larger share of the DRG payment in excess of its costs because

the payment is based on an average of all patients within the DRG.
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lplications for Quality of Care

The implications of these incentives for quality of care are clear.

If hospitals provide fewer inpatient services than medically appropriate

to patients, quality of care will suffer. For example, if a hospital

cuts back so far on its supply of cardiac monitoring facilities that not

all patients with acute ischemic heart disease can be monitored, it is

likely that some unmonitored patients will suffer potentially treatable

arrhythmias, that these will go unnoticed, and that adverse outcomes

will ensue.

Similarly, if patients are discharged from hospitals before

medically appropriate and without adequate post-hospital arrangements

for care, their acute illnesses may worsen, necessitating additional

potentially avoidable inpatient care and potentially leading to poor

outcomes. Such premature discharges will constitute a considerable

burden for the families, home health care agencies, and nursing homes

that find themselves faced with the care of patients who are too ill to

be adequately cared for with the resources at hand.

Hospitals may increase admissions inappropriately by admitting

patients who couid more properly be cared for in outpatient settings.

This inappropriate exposure of patients to the adverse effects of

hospital care would have a negative effect on the quality of their care.

Finally, if hospitals attempt to avoid admissions of some of the

sickest patients, inappropriate patient transfers could result. If

medically unstable patients are moved from one hospital to another, the

quality of their care will clearly suffer.
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On the other hand, PPS may actually result in improved quality of

care. If hospitals reduce the amount of service provided to patients

appropriately, then only unneeded or marginal services may be

eliminated. Patients will benefit to the extent they are spared the

adverse effects these services carry with them.

Similarly, if patients can be discharged earlier than in the past

in a medically appropriate fashion, then their exposure to nosocomial

infection and iatrogenic disease will be reduced. Under these

circumstances, too, quality of care will increase.

Hospitals may also increase admissions in an appropriate manner.

For example, if a surgical condition is diagnosed during a hospital stay

for a medical condition, it may be quite proper to allow the patient to

recuperate fully at home before readmission for surgery.

Lastly, it is conceivable that some hospitals should not be caring

for the sickest elderly; they may not have the most appropriate

facilities to provide the best care to this subgroup of patients. If

such patients are transferred in medically appropriate ways, even their

quality of care may improve.

What We Know About Quality Under PPS

If the potential effects of PPS on quality of care are easy to

catalog, its actual impact is far froon clear. A large number of

individual reports have appeared in the various media and have been

aired before other congressional committees, suggesting that individual

patients have suffered as a result of PPS. However, we have no hard

data with which to judge the overall impact of PPS on quality of care.

We do not know whether these anecdotal reports represent the tip of an
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iceberg or an ice cube floating on the surface of the ocean. It is

unfortunate but true that poor quality of care existed before PPS; we do

not know whether its frequency has increased, stayed the same, or

decreased.

Preliminary data suggest that length of stay, admission rates, and

even ICU use may have fallen since che advent of PPS. However, we know

nothing about the extent to which these changes, if they have taken

place, have occurred in medically appropriate or inappropriate ways.

Without precise and comprehensive clinical data, we cannot infer any

conclusions about quality of care. As already discussed, any or all of

these changes could be associated with either improved or diminished

quality of care.

The Rand Corporation has recently begun a major study the Health

Care Financing Administration (HCFA) designed to assess the effects of

PPS on quality of care. We will examine the medical records of some

20,000 patients hospitalized with one of six common medical and surgical

conditions: congestive heart faiL:e, acute myocardial infarction,

pneumonia, hip fracture, cerebrovascular accident, and depression. We

will study patients in six states--representing each major geographic

region of the country--from time periods before and after the

implemertation of PPS. We also are in the planning phase of a study

that would determine the extent to which Medicare readmissions are

preventable and therefore attributable to poor quality of care.
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Rewaining Unanswered Questions About Medicare and Quality of Care

Geographic Differences in Use of Health Services

In addition to the question of the direct impact of PPS on quality

of care, there are several important, unanswered questions with

profound implications for the quality of zare experienced by Medicare

beneficiaries. Foremost among them is: Why do such large variations

exist among geographic areas in tte rates of use of health services?

Following on the work of others, we have documented very large

differences in the rates of use of a wide variety of medical and

surgical services among the Medicare population. For example, the

rates of use of coronary artery bypass surgery differ by as much as

three-fold.

We studied large geographic areas--about the size of an average

state. The average Medicare population in our sites was 340,000. The

differences we observed, therefore, cannot have been caused by a few

physicians or groups of physicians. For example, if the area with the

highest rate of use of coronary artery bypass surgery had had the rate

observed in the area with the lowest rate of use of that procedure,

about 1000 fewer coronary bypasses would have been performed in that one

area in the year we studied.-

If areas with high rates of use of health services are providing a

large amount of unnecessary services, then we might have a relatively

inexpensive way of monitoring quality of care. All we would have to do

is count procedures and calculate rates of use: We could thon target

scarce utilization review resources on areas of high use for specific

procedures.
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However, we know very little about the causes of the large

geographic differences we observe. Inappropriate overuse in high-use

areas may be an important factor in some instances. But underuse in low-

use areas may also play a significant role. Further, both high- and low-

use areas might be correct if the incidence of particular diseases

varies enough by geographic area. It is likely that a different

combination of these factors will explain variations in the use of

different services.

We are now in the final phase of a study funded both by HCFA and

private foundations that will measure the extent to which inappropriate

overuse in high-use areas explains geographic differences in the use of

three specific procedures: coronary angiography, upper gastrointestinal

endoscopy, and carotid endarterectomy. We are studying a randomly

selected sample of medical records from areas with high, average, and

lou use of these procedures. We have received excellent cooperation

from the medical community; over 90% of physicians and 98% of hospitals

are participating in the study. Results will be available in early

1987.

Variations in Outcomes of Hospital Care

Evidence is accumulating that outcomes of inpatient care--for

example, hospital deaths, readmissions, or deaths shortly following

hospital discharge--vary widely among hospitals. If poor outcomes are

caused by poor quality of care, again we might have a relatively

inexpensive and timely way to monitor quality of care. Data on death

and readmission are relatively easily available from the Medicare data

system, and reports summarizing these data by hospital could be produced

on a quarterly or semiannual basis.
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Unfortunately, we know very little about the relationship between

these differences in outcomes among hospitals and quality of care. A

few studies have been done that demonstrate persistence of such

differences even after careful adjustment for differences in severity of

illness. No study has attempted to study-this relationship directly by

measuring both quality and severity in a clinically detailed manner.

Thus we do not now know whether these differences are produced primarily

by differences in patient severity or by differences in quality of care.

We are now about midway through a three-year study for HCFA that

will measure the extent to which hospitals with unusually high death

rates provide poorer quality of care or treat sicker patients than

comparable institutions with lower death rates. Using a data base of

more than 10 million Medicare hospital stay records, we are also

studying the degree to which hospital outcomes vary and the patterns of

these variations.

Prepaid Health Care

While PPS has received the most public attention ar a potential

cause of declining quality of care among the elderly, other changes in

health care financing may pose similar threats because they too provide

incentives for providers to ration care. Recent change- in regulations

governing health maintenance organizations (HMOs) and other forms of

prepaid health care have made the Medicare population a more attractive

market for their services than has been true in the past. More and more

Medicare beneficiaries are signing contracts with such organizations

which then become their sole source of medical care.
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What do we know about the impact of prepaid health care on quality

of care? A recent study from the Rand Health Insurance Experiment has

documented that prepaid health care as provided by a traditional iHMO is

as good as fee for services care for the average patient; it however may

be harmful to the health of small subgroups of the population. In

particular, the Rand study showed that low-income persons with

significant health problems fared worse in the HMlO than in the usual fee

for service medical system. It is important to note that the elderly

were not included in this experiment, but its results provide reason for

concern.

Traditional HMOs have very little experience in providing health

care to the elderly. Whether H,9Os can achieve economies similar to

those realized in caring for the nonelderly is an open question. So is

the question of whether any economies can be realized without impairing

quality of care.

Rising Copayments

When Medicare took effect in 1966,-atients were responsible for

the first S40 of hospital care and the first $50 of physician services.

They paid a premium of $3 per month for enrollment in part B of Medicare

and were responsible for paying 20% of what Medicare determined the

treasonable charge" to be for physician services. The amounts that

beneficiaries are required to pay today, 20 years later, are many times

those of these first charges, even when inflation is accounted for.

What is the impact of rising copayments on quality of care? Once

again the Rand Health Insurance Experiment provides some cause for

concern. Increased cost sharing appeared to have little or no adverse

effect on the average patient. However, patients with poor vision and
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low-income patients with high blood pressure had significantly poorer

health outcomes when confronted with copayments than when their care was

free. Again, it is important to note that this study excluded the

elderly, but its results suggest that certain subgroups of patients may

be harmed by increasing copayments.

Conclusions

In conclusion, the most striking characteristic of our knowledge

concerning the quality of care provided to Medicare beneficiaries is how

little there is of it. There was little systematic research on quality

of care in the Medicare program before PPS, and we know even less about

how it has changed since the advent of PPS. The same is true for how

other financing changes--such as increased prepaid health care and

rising copayments--have affected the quality of care received by the

elderly. Nor can we explain two other phenomena with important

implications for quality of care: geographic differences in the use of

health care services and variations among hospitals in outcomes of care

such as inpatient mortality.

Research is now in progress to answer some of these important

questions. We have the technical capability to provide the necessary

information. This research is expensive, and it does take time. But it

will produce answers.
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STATEMENT OF GERARD F. ANDERSON, PH.D., ASSOCIATE DIREC-
TOR, THE CENTER FOR HOSPITAL FINANCE AND MANAGE.
MENT; AND ASSOCIATE PROFESSOR, HEALTH FINANCE AND
MANAGEMENT, JOHNS HOPKINS UNIVERSITY, BALTIMORE, MD
Dr. ANDERSON. Thank you, Mr. Chairman and members of the

committee. My name is Dr. Gerard Anderson. I am an associate
professor of health policy and management and the associate direc-
tor for the Center for Hospital Finance and Management at Johns
Hopkins University.

It has been said by a number of earlier speakers that it is ex-
tremely difficult to measure precisely when Medicare has gone too
far in controlling health care costs and what are the effects on
beneficiaries in paying hospitals inappropriately for treating cer-
tain types of cases. Our ability to develop precise measures of qual-
ity of care or access to care is not very well defined. Therefore, the
temptation of policymakers, concerned primarily with the Federal
deficit, is to control hospital costs, very heavily, and not to make
fundamental reforms in the system.

The administration's current regulations to allow a very small
increase in prospective payment rates in fiscal year 1987 is based
partially upon our inability to measure the effect of past reductions
on quality of and access to care.

In order for an indicator to be useful to most policymakers, I
would suggest that it must have three characterics. First of all, the
indicator should identify theaproblem before it becomes severe. It
should be a leading indicator, similar to leading economic indica-
tors. Otherwise, the damage has already been done before we know
there is a problem. Second of all, there should be a direct link be-
tween the hospital payment and the adverse outcome. Otherwise, it
will be easy to argue that a lot of other factors have caused the
problem.

And third of all, the methodology should be comprehensible to
the informed public. Otherwise, there is a danger that it will be ig-
nored. Unfortunately, these three fairly simple constraints rule out
most quality and access indicators that we have available.

There are a number, however, of quality indicators that have
been frequently suggested, and there is some limited data on two
quality indicators.

First of all, there has been a relatively marginal increase in hos-
pital readmission rates since the beginning of prospective payment
system, suggesting the hospitals and physicians are not discharging
and then readmitting patients any differently than before. This is
contrary to what some analysts, including myself, had predicted,
and one indication that earlier discharges are not leading to in-
creased readmissions. Readmissions, however, still are a problem
because between 22 and 25 percent of all Medicare beneficiaries
are readmitted within 60 days, and this has the cost to the Medi-
care program of about $8 billion.

The decline in the length of stay will result in patients being dis-
charged both sicker and quicker almost by definition. You reduce 2
days' length of stay, and you get a sicker and quicker discharge.
However, the data suggest the decline of length of stay began prior
to the Medicare prospective payment system. The national average
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now is down to the west coast average that existed prior to the pas-
sage of the Medicare prospective payment system, and I know of no
one who believes that patients discharged on the west coast in 1982
were being discharged too early.

The problem, as we have heard earlier, is that the postdischarge
services are not available in many parts of the country to treat
these patients being discharged earlier. You see tremendous vari-
ations by States in nursing homes and home health agency avail-
ability, and it hasn't changed substantially in the last 2 to 3 years.

So, most of the blame, I would think, can be given to States and
to the Federal Government who have reduced payments and have
reduced eligibility for these services at the same time when they
are needed.__Among the access indicators, there is also a little bit of
data.

There has been no substantial increases in hospital closures, as
many had predicted. Another thing is that we were originally con-
cerned about is the access to high-cost technologies would be denied
under PPS. We have recently committed a study of TPN, total par-
enteral nutrition, a high-cost-treatment modality that is not ade-
quately reimbursed under PPS. Patients requiring the same DRG
who require TPN are approximately $30,000 more expensive to
treat than patients not requiring TPN; and although the economic
incentives are there to reduce access to this treatment, none of the
physicians we contacted, not the Association for Parenteral and
Enteral Nutrition felt any pressure to curtail the use of TPN.

We also did some other treatment modalities and found similar
results.

In summary, there are no indications that quality of care or
access to care has declined as a result of PPS, but quality and
access are extremely difficult to measure. The temptation there-
fore, is not to increase the payment, not to reform the system, be-
cause the impact cannot be measured.

The problem may be our measures and not that the system is
working properly.

Senator DURENBERGER. Thank you.
[The prepared written statement of Dr. Anderson follows:]
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-'4 THE CENTER FOR HOSPITAL FINANCE AN[) MANAGEMENT
THE JOHNS HOPKINS MEI)ICAL INSTITUTIONS

Lt I 624 Nofth Broad 'ka% Baltimore. Marland 21205 (301)955-23(W)

Mr. Chairman:

I am Dr. Gerard Anderson. I am an associate

professor of health policy and management and the

associate director of the Johns Hopkins Center for

Hospital Finance and Management.

I believe that this hearing is especially

important, given the history of health policy in the

United States. The incremental nature of our

policymaking process requires a long time to identify

and then react to problems. Frequently once a

consensus on the need for change has been reached, the

government tends to overreact, which leads to adverse

consequences. My concern is that the current emphasis

on cost containment will reduce our concerns over

quality of care. This is especially a concern given

the difficulty of measuring quality of care and the

ease of measuring hospital expenditures.

Federal precedent for overreaction can be

illustrated with two examples: hospital beds and the

physician supply. At the end of World War II, there
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was a consensus that we needed more hospital beds.

Congress passed the Hill-Burton legislation to provide

grants and loans for hospitals to expand. By early

1960, Congress decided that there were too many

hospital beds, and so Congress responded by passing PL

92-641 and section 1122 to regulate their supply.

Similarly, in the 1950s and 1960s there was the

consensus that more physicians were necessary, the

federal government responded by promoting the expansion

of medical schools and graduate medical education. By

1980, the GMENAC report claimed that the nation would

have a substantial surplus of physicians as early as

1990. By that time, Congress had already begun -

eliminating support for medical schools.

It is possible that a similar situation may occur

with the cost containment efforts. When the Medicare

and Medicaid programs were adopted in 1965, the major

concern was the participation of hospitals and

physicians. Generous reimbursement systems were

developed in order to ensure that hospitals and

physicians would provide care to Medicare and Medicaid

beneficiaries. The result was a rapid growth in

medical care spending. Through the late 1960s and most

of the 1970s, there were numerous legislative and

administrative proposals to reform the Medicare

reimbursement system to control inflation in the health

care sector.
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After years of debate, a consensus was reached in

1981 that the public was willing to act to control

rising hospital costs. Congress passed legislation

giving states more flexibility to set payment rates in

the Medicaid program. The passage of TEFRA and PPS

legislation in 1982 and 1983 initiated controls on the

rate of- increase in Medicare's hospital payment rates

and reformed the hospital payment system. The federal

government was given broad powers to set hospital

payment rates. Congress has used this power to reduce

the rate of increase in subsequent years below the

rates stipulated in the original TEFRA and PPS

legislation. Congress made these decisions without

much information on the impact that these changes would

have on quality of care. It is important to examine

the effect of payment reform on Medicare beneficiaries,

hospitals, and the public.

.Congress was able to change the hospital payment

system in 1983 for several reasons. First, there were

strong indicators that we were spending more on health

care and especially hospital care each year. The rapid

increases in the hospital inflation rate and the

increasing proportion of the GNP represented by health

care spending were clear and unmistakable indicators to

the public and most policy analysts that health care

costs were rising and that controls were necessary.
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A second factor was that the health care system

was not allocating existing resources appropriately.

One of the rationales given for PPS was that costs of

treating similar cases varied substantially across

hospitals. According to the PPS Report to Congress,

which originally proposed the legislation, "an

examination of Medicare records shows that payments for

treating a heart attack average $1500 at one hospital

and $9000 at another with no apparent difference in

quality. Likewise Medicare payments for hip

replacement can vary from $2100 to $8200 and payments

for cataract removal vary from $450 to $2800." A goal

of PPS was to pay similar prices for similar products.

A third factor was that it was difficult to

demonstrate the effect on health status of the growth

in expenditures for acute care services. Many studies

conducted in this period showed that increased

expenditures on acute care services did little to

improve overall health status. In the book Who Shall

Live, Victor Fuchs argued that prevention and good

personal habits are better predictors of health status

than expenditures on medical care. He pointed out, for

example, that residents of Utah are healthier than

residents of Nevada because of differences in life

style, although medical expenditures per capita are

actually higher in Nevada.
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Cost Containment: When Have We Gone Too Far?

Given the history of health policy, the danger of

an over-response in the direction of cost containment

is quite apparent. This is especially likely given the

federal commitment to reduce the budget deficit.

Indicators are needed to alert us when we have gone too

far in controlling health care costs. These indicators

should also suggest when the allocation of resources to

individual providers can lead to adverse outcomes.

In order for the indicators to be useful to

policymakers, they must have certain characteristics.

They must be "leading" indicators in the sense that

they will alert policymakers before the problem becomes

severe. An indicator that will only measure changes

several years after they occur may lead to the

continuation of current policies even if they huve

become obsolete or destructive. This can happen

because of delays in data collection or because it

takes time for some problems to become apparent. For

whatever reason, delay could lead to a continuation of

health care policies years after they should be

modified.

A second ideal characteristic of an indicator used

to monitor quality of care under PPS is that they

should link clearly payment policies to adverse



217

6

outcome. Health outcomes are generally associated with

a myriad of factors, and for the indicator to be truly

effective and useful, it must show a direct

relationship between payment policies and outcome.

Finally, the indicator must be easily understood

by policymakers and the general public. The share of

the GNP devoted to health care is an example of a

simple indicator that is frequently used to demonstrate

rising health care costs. Indicators must be

meaningful to Congressmen, governors, business

executives, the media, and the public in order to be

truly effective in changing public perceptions.

Sophisticated measures are not always useful in the

public policy debate.

Specific Indicators

In this section I would like to suggest spe.Afic

indicators that can be used to monitor outcomes that

also meet the constraints mentioned earlier. I will

describe the available data on each indicator. In

order to assist the presentation I have grouped the

indicators into three categories: quality of care,

access to care, and change in the mission of the

hospital.
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Quality

The classic methodology for measuring quality of

care is to examine the structure, process, and outcome

of a visit. Most researchers suggest that all three

measures need to be examined in order to get a

comprehensive picture of the quality of care provided

by an individual provider. However, structure and

process measures generally require very expensive data

collection and may not be easily understood by the

general public. Outcome measures are frequently the

easiest to collect and are generally the most

persuasive to the general public.

Two outcome measures that are readily available to

measure quality of care are mortality rates and

hospital readmission rates. Mortality rates could be

measured either during the hospital visit or up to 30

days post-hospital discharge. An increase in either

indicator might indicate that quality of care has

declined. Both inpatient mortality rates and

readmission rates are available from the Medicare data

base and can be studied longitudinally.

The only data I have available suggest that

readmission rates have not increased since the passage

of PPS. An article Earl Steinberg, M.D., and I

published in the New England Journal of Medicine
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demonstrated that from 1974-77 there was a 22.5 percent

probability that Medicare patients discharged from an

acute care hospital would be readmitted within 60 days.

Data suggest that hospital readmission rates have

remained stable since the passage of PPS. I would

strongly support, however, the increased review by PROs

of readmissions for as long as 60 days. Our studies

suggest that readmissions within 60 days can be linked

to poor quality care.

Using either of these indicators as measures of

quality of care presents problems. First, it is

difficult to obtain accurate measures of each variable.

For example, inpatient mortality rates published

recently by HCFA require further adjustments for health

status before they are useful measures of quality of

care.

Second and more important than refining the

methodology is the difficulty in establishing the link

between payment reform and adverse outcomes. For

example, an increase in inpatient mortality rates could

be the result of the spread of surgery into outpatient

settings. If simpler surgery could be performed on an

outpatient basis, this would cause an overall increase

in the severity of inpatients;--the increase in

inpatient mortality rate would not indicate a quality
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problem attributable to cost containment but a change

in the severity of illness of hospital inpatients.

Similarly, if the readmission rate increased because of

a change in medical practice, then an increase in

readmission rates would not necessarily be an indicator

of the adverse effect of cost containment.

The most apparent effect of the prospective

payment system has been the decline in average length

of stay. It has led many analysts to conclude that

patients are being discharged "sicker and quicker."

However, this decline began prior to the passage of

PPS; thus the decline in lengths of stay may not be

attributable exclusively to PPS. Additionally, average

lengths of stay on the East Coast are now equal to

pre-PPS lengths of stay on the West Coast, and I know

of no one arguing that West Cost patients were

discharged inappropriately before 1983. These facts

illustrate that measuring length of stay may not be an

appropriate method of assessing quality.

The importance of the "sicker and quicker"

phenomenon is in its implications for post-discharge

health status. There is evidence that suggests that

post-hospital support services are not yet in place to

substitute for inpatient days. Unfortunately, very

little is known about post discharge outcomes. It is
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necessary for the government to begin collecting data

on Medicare patients' post-hospitalization health care

needs in order to assess the true impacts of PPS. Work

similar to the Northwest Oregon Health Systems Agency

needs to be carried out on a national basis.

Access

The National Center for Health Statistics

routinely collects a variety of measures of access to

care. They are particularly useful in describing the

characteristics of individuals who have poor access to

medical care. In order to describe the outcomes of

cost containment, however, a different set of

indicators may be necessary. These indicators would be

more directly related to payment policies. Three

indicators--hospital closure, patient transfers, and

patients being denied specific services--are promising

candidates.

When the PPS legislation was originally passed,

there were predictions that many hospitals would close

and that patients would have to travel much further to

receive hospital care. Recent data suggest that the

number of closures has not increased substantially

above historical rates. In 1985, 49 community

hospitals closed compared to an annual average from

1980 to 1984 of 33 hospitals--a difference within

63-857 0-86--8
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normal statistical variation.

A second prediction was that the rate of transfer

of indigent patients would increase substantially.

Studies of public hospital admission patterns suggest

that the number of transfers has increased. Although

this data does not demonstrate a national trend, the

number of transfers to D.C. General Hospital increased

from 169 in 1981 to almost 1000 in 1984, and the number

of transfers to Cook County increased from 1295 in 1980

to 6769 in 1983. Additional data should be collected

to gain a national perspective on this phenomenon.

Data from the pre-PPS period suggests that 2.2 percent

of Medicare beneficiaries were transferred during their

hospitalization.

It is difficult, however, to link PPS to these

changes. First it should be recognized that the rate

of transfers in the public hospitals began to increase

prior to the implementation of PPS. In addition,

federal policy toward the payment of bad debts incurred

by non-Medicare beneficiaries has not changed.

Medicare has never permitted Medicare funds to be used

to pay the bad debts of non-Medicare patients. Equally

important is that Congress has already begun to respond

to the problem of transferring indigent patients. The

Consolidated Omnibus Budget Reconciliation Act of 1985
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(COBRA) includes a provision requiring any hospital

participating in the Medicare program that has an

emergency department to perform a medical screening

examination on any patient who requests it to determine

whether the patient has an emergency medical condition.

A hospital may not transfer an unstable patient unless

the patient requests the transfer or a physician

certifies that the medical services offered at the

other facility outweigh the risks associated with the

patient's transfer and the receiving hospital has

agreed to accept the transfer.

A third indicator of access is that certain

patients may be denied treatment if they require

expensive services. Patients requiring high cost

technologies that do not have their own DRGs are

especially vulnerable. In'a study Earl Steinberg and I

did at Johns Hopkins and several other hospitals, we

found that patients requiring total parenteral

nutrition (TPN) were much more expensive to treat than

patients within the same DRG who did not require TPN.

The difference in charges is quite substantial--

averaging approximately $30,000 per patient. Since

approximately 2 percent of Medicare beneficiaries

require TPN, the cost to a hospital can be substantial.

As an economist, I would predict that this unreimbursed

cost would be a powerful economic incentive to lower
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utilization of TPN services. However, our discussions

with physicians from the Association for Parenteral and

Enteral Nutrition (ASPEN) suggest that the number of

patients receiving TPN is increasing, which is a result

contrary to our economic projections. This suggests

that hospitals are not denying services to certain high

cost patients who require them.

A third way to measure the outcome of cost

containment efforts is to examine the changing mission

of hospitals. Aside from patient care, hospitals

provide many services, including uncompensated care,

biomedical research, and training of health

professions. Traditionally, many of these services have

not been self-supporting and have been funded using

patient care revenues. They are in jeopardy if

hospitals are not funded adequately. A simple

indicator of whether the hospital can maintain these

services may be the hospital's operating margin.

Hospital administrators may argue "no margin no

mission" while economists suggest that "there is no

such thing as a free lunch," but the implications are

the same: hospitals need an operating surplus in order

to cross-subsidize their other products. Indications

from both the Inspector General and the AHA panel

indicators data suggest that operating margins are

increasing.
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Another area that might indicate whether hospitals

missions are changing is the residency match.

Residency programs are frequently perceived as costly

activities requiring cross-subsidization from other

revenue centers. If hospitals begin to change their

missions they might reduce the number of residency

slots, and therefore the ratio between available slots

and applicants will decline. This would become

especially important if the number of new slots were

less than the number of graduates from U.S. medical

schools, thereby denying a medical school graduate the

ability to practice medicine. No change is perceptible

in the long term trend in residency matching rates as

the result of PPS (Table 1).

Summary R

After years of debate, Congress has decided that

cost containment and payment reform is necessary.

Currently in place are the tools that enable Congress

to set payment rates, and recent budgetary pressures

have forced Congress to limit the rate of increase in

provider payments. The methodology for determining

payment levels to individual providers has been

criticized for many reasons, including the absence of a

adequate severity of illness measure.

Indicators that suggest that cost containment
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efforts have gone too far or that payment reform has

affected quality of care are very difficult to develop.

The ideal indicator would provide warning before the

problem became serious, would link payment level and

outcome, and would be easily understood by policymakers

and the public. In my testimony I have examined

certain indicators that measure quality of care, access

to care, and the change in a mission of the hospital.

None of the indicators suggest that quality of hospital

care or access to hospital care has deteriorated

substantially as a result of PPS. The one possible

exception is patient dumping, which may have been

exacerbated by PPS, although the phenomenon began prior

to PPS. This is not meant to imply that PPS could not

or even has not led to adverse outcomes. The problem

is that our indicators are not able to accurately

measure the effect of payment policies.

Thank you. I would be glad to answer any

questions.
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Senator DURENBERGER. Can I get some terminology down? What
I want to go after is what happens when they leave the acute care
setting, and we can call it subacute. Some of us will understand
that. We can call it transitional. We can put it in the context of
this "continuum of care."
'But I wonder if there is an agreed terminology about what we
mean? I mean, Cynthia, you talked about transitional and suba-
cute.; and I just read it through once and didn't go back and try to
distinguish. Maybe your study was the most specific on this. Can
you help me to just get the terminology down?

Ms. POUCH. There is no agreed-upon terminology. There are a
variety of terms used. Subacute care, transitional care are two of
the most common used terns. These terms describe a level of care
that is provided after the patient is no longer acute, which is fairly
well defined in regulations, but still need some kind of care before
they have totally recuperated.

That kind of care can be provided in a variety of settings. It is
provided by hospitals. It is provided by nursing homes. It is provid-
ed by home care agencies, by informal care-givers, family members.
Generally speaking, there is tremendousoverlap. It can be provid-
ed within the long-term care system. Medicaid may pay for this
care through its long-term care expenditures. Swing-bed provisions
pay for this kind of care. Medicare-certified SNF's pay for it. This
indicates a great deal of variation, and again, it varies tremendous-
ly from State to State, depending upon what their strategy has
been in trying to fund or provide that kind of service.

So, there really is no clear definition.
Senator DURENBERGER. All right, but it is a transition from sick

to well. That might be one way to look at it.
'Ms. POUCH. Exactly. And transitional care, or subacute care, is

generally less expensive than acute care.
Senator DURENBERGER. And it is a series of subacute services, as-

suming that a hospital is in the acute care business and all other
so-called settings are subacute. Is there any disagreement on that?
Mr. Goldwyn?

Mr. GOLDWYN. Not to disagree. In Portland, the issue has basical-
ly been more specific and not quite so conceptually general. There
are particular groups of patients in a hospital for example who are
no longer acute, but will be going to rehabilitation in a few days.
Do they transfer them out and then bring them back? There are
patients who are no loner acute who will be imminently terminal;
but the acute care won t change that. Do you transfer them out,
with 24 or 48 hours presumed to live-or do you keep them in the
hospital for humanitarian kind of reasons?
-Patients who are from out of town referred to a tertiary care
urban setting. Do you transfer them to a nearby nursing home
when the family wants to wait until there is a transfer to the nurs-
ing home back home in the small rural community?

Those are the kinds of specific categories of patients that seem to
cause the most problem, at least in our community, in terms of the
hospital saying we need some reimbursement to care for these
people for the next few days, even though they are not acute.

So, that is kind of specific as to how that conceptual structure
would apply.
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Senator DURENBERGER. Is there anyone here who disagrees with
the thesis that, if there were ways to pay for subacute care or tran-
sitional care, that we wouldn't be having a hearing that was focus-
ing on early discharges? In other words, one of our problems here
is that when we made the decision in early 1983 to go to a PPS
system, we said we are not going to let the hospitals charge over
and above the PPS amount.

And even if you want to pay them money to stay in that bed, you
can't do it because we were afraid the hospitals would rip the
system off and take advantage of these folks and all that sort of
thing. So, it appears that one of our problems is that we don't have
a kind of a continuum; and even if it is there, :t is there for those
who can't afford it or something like that. And the reimbursement
system, as John Heinz said earlier-I think he is contemplating
some legislation-the reimbursement systems here are just not
keeping up with the realities.

Now, whether we make a leap to a capitated system where Medi-
care pays $1. or a set of dollars to somebody, or whether we have
some variety of supplemental post-Medicare or whatever, wouldn't
that give us-if we moved in that direction-wouldn't that do a lot
for us in this whole quality of care area?

Ms. POLICH. I would agree with that. I think that the one thing
we want to avoid are situations where we encourage the hospitals
to keep people inappropriately as well as discharge them inappro-
priately. A transitional level of care provided to people who are no
longer acute, is not only less expensive, but also is a much more
appropriate setting for those people than an acute inpatient hospi-
talization.

Dr. CHASSIN. Two comments on that, on the issue of transitional
care. One is that to emphasize some of the points that have been
made earlier in a concise way that there is enormous geographic
variability on the availability of appropriate postdischarge care,
not only on a State basis but on a communitywide basis; and to try
and homogenize that with regulation, I think, would be a mistake
because individual communities have enormous variability in their
access to specific kinds of posthospital care.

The second is that providing another level of care is risky in
that, in addition to the planned or hoped-for outcome that patients
will be transferred from acute care down to a subacute level, you
also have the problem of transferring patients up from a lower
level of care to that now more intensive level of care. And in
almost every instance where another level uf care has been provid-
ed, attracting patients who can use that level of care from a lower
level of care has been the predominant factor and it has resulted in
increased costs.

So, it has to be introduced-if we are going to introduce another
level of care-very carefully.

Senator DURENBERGER. John Chafee?
Senator CHAFEE. Thank you, Mr. Chairman. I would like to go

over your statement, Dr. Chassin. Your conclusion is that the most
striking characteristic of our knowledge concerning the quality of
care provided to Medicare beneficiaries is how little there is. In
other words, you set out a whole series of "such and such might
happen in the hospitals and the discharges and the treatment of
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those who are sicker," but then you go on to say, "but we don't
have any data to confirm that."

So, can you report to us now that we really don't know what the
effect of prospective reimbursement has been?

Dr. CHASSIN. That is correct. We really don't know the impact of
prospective payment.

Senator CHAFEE. And I must say I was intrigued with the geo-
graphic differences in the use of the health care services.

It seems to me that our country is essentially uniform because of
the massive transfer of population-the statistics are that one-third
of Americans move every year. That doesn't mean necessarily that
they move out of State, but Los Angeles looks like Phoenix, which
looks like Levittown, Long Island. And they all eat the same foods,
ghastly as they are in many instances; and so, I can understand
why Utah might be healthier than Nevada. Did you point that out?

Dr. CiAsSIN. That wasn't in my testimony.
Senator CHAFEE. Well, Dr. Anderson did. In Utah, because of the

religious background of the people-they don't smoke and they
don t drink-and presumably they keep themselves more fit than
the people in Nevada who are busy at the gaming tables. [Laugh-
ter.)

SO, your conclusion is we don't know? Is that what you said?
Dr. CHASSIN. We know that there are large geographic differ-

ences.
Senator CHAFEE. But I mean overall. We don't know what is the

effect of prospective reimbursement. Dr. Anderson, it seems to me
you are saying about the same thing.

Dr. ANDERSON. Correct.
Senator CHAFEE. That we just plain don't know. Now, you are

working with Dr. Chassin on your studies, and you are halfway
through some of them, but I really look forward to those studies
because they are going to give us the answers to the questions we
have here. The information we have may be anecdotal, but as poli-
ticians we have the feeling from our constituents that people are
being discharged from the hospitals too soon; but you can't corrobo-
rate that.

Now, Dr. Anderson raises the point of a particular type of care
that, if you give it to the patient, it costs $30,000 extra; and if you
don't, you save the $30,000. Yet the statistics show that indeed this
type of care has been increased.

Dr. ANDERSON. Correct.
Senator CHAFEE. It's TPN services.
Dr. ANDERSON. Total parenteral nutrition.
Senator CHAFEE. Which is curious. So, that suggests, as you say,

that the hospitals are not denying those services to certain high-
cost patients.

Dr. ANDERSON. To the extent that we have talked to physicians
and to the extent that we have talked to the industry, the growth
rates in this particular service have continued as they did prior to
the passage of PPS, contrary to what I would have thought as an
economist would have happened.

Senator CHAFEE. It'seems to me that again you come to some-
what the same conclusion as Dr. Chassin, that we don't know.

Dr. ANDERSON. Yes.
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Senator CHAFEE. Then all of these factors could possibly be
present. On the cther side, there are factors that work the other
way. One of the concerns we had, I can remember when we passed
this legislation in 1983, was about the closure of rural hospitals.
Your information indicates that the closures continued at the his-
toric rate that existed in the 1970's. It hasn't changed at all. Maybe
it is a little bit higher.

Dr. ANDERSON. My concern is that we don't have quality meas-
ures and potentially we won't have quality measures or another 2
or 3 years until we get Dr. Chassin's and other studies done; but we
still have to make decisions in the next 2 years over the rate of
increase in Medicare expenditures and other changes. And the lack
of data will mean that the people who want to make cuts can make
cuts easier.

Senator CHAFEE. What would you suggest we do?
Dr. ANDERSON. I think that you want to pay attention to groups

like the Prospective Payment Assessment Commission, which has
set a little bit above the 2-percent increase in Medicare expendi-
tures and not use the one-half of 1 percent increase for example.
Just that one simple change.

Senator CHAFEE. Now, some suggest that we ought to have legis-
lation to request more specific information, but we can't get it any
faster. You can't go any faster than you are, can you, Dr. Chassin?

Dr. CHASSIN. Not in the research. No. But I would suggest that-
let me make clear that my statement that we don't know what the
impact of prospective payment has been on quality does not mean
that I don t believe that there is poor quality care. There is poor
quality care. It existed before prospective payment, and we ought
to set up systems to find it and to correct it, regardless of whether
it has increased or decreased under prospective payment.

Senator CHAFEE. Oh, well, no one would argue with that, but as
you point out, there was poor quality care long before PPS came
along.

Dr. CHASSIN. Correct.
Senator CHAFEE. Thank you for these statements which are ex-

tremely interesting, although a little frustrating. When we are fin-
ished, we will know a lot more facts, but we really won't know the
conclusions.

Senator DURENBERGER. Thank you, John. John Heinz?
Senator HEINZ. Mr. Chairman, thank you. Let me just follow up

with Dr. Chassin. As I understand your testimony, what you are
saying is that one of the adjustments to the prospective payment.
system is that hospitals are finding ways to cut back on certain
kinds of services so that the costs of each stay are less costly. As I
understood your testimony, you mentioned that there is a trend in
many institutions to limit pharmacy services, to reduce the avail-
able scope of drugs, often expensive antibiotics. Have I got that
right so far?

Dr. CHASSIN. That is one possible way that hospitals have tried to
cut back on costs.

Senator CHAFEE. I don't think you said it has happened. I think
you said it could happen.

Dr. CHASSIN. There are some hospitals that have done that. I
don't know--
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Senator HEINZ. That is what I was going to ask. What are the
data?

Dr. CHASSIN. There are no data that suggest that this is happen-
ing at any greater rate after PPS than before PPS; but it certainly
is one of the steps, as an anecdotal piece of information, that hospi-
tals have been taking. I don't have any data on incidence or fre-
quency. I don't think anybody does.

Senator HEINZ. But you do know of some hospitals that are doing
it?

Dr. CHASSIN. Yes.
Senator HEINZ. What about in other areas, such as radiologic or

therapeutic services?
Dr. CHASSIN. There is some data on the spread of magnetic reso-

nance imaging scanners and the new generation CT scanners, sug-
gesting that it is somewhat spreading less rapidly than CT scan-
ners did before PPS; but again, that has some problems in inter-
preting it as a direct effect of PPS, although one could put that in-
terpretation on it.

Senator HEINZ. Very well. Dr. Anderson, I want to ask you a
question. As you know, in the Medicare Quality Protection Act, we
have PRO's review hospital readmissions within 30 days. You are
advocating 60 days' review.

Dr. ANDERSON. Correct.
Senator HEINZ. A lot of people say you don't need to do that. You

don't need to do even 30 days. Why do you think 60 days is better
than 30 days?

Dr. ANDERSON. I think you are getting into a gray area between
30 and 60, but when we did some analysis on the characteristics of
the patients who were readmitted both within 30 and 60 days, we
found fairly strong similarities. We found that there were substan-
tial differences between what types of hospitals they were dis-
charged from and other factors like that. So, we thought that there
was some characterstics among patients for both 30 and 60 days
and the characteristics of the hospitals and probably, therefore, the
characteristics of quality of care that occurred in those hospitals.

And we thought that a 60-day limit or control was necessary.
Senator HEINZ. What would you say to those people who say that

15 days is adequate?
Dr. ANDERSON. I think that 60 is a more appropriate number

than 15 or even 30.
Senator HEINZ. Why? For those people who are advocating 15

days, what would you explain to them that they are missing? Why
is it important to have or not have-

Dr. ANDERSON. There are circumstances which occur within the
hospital during that stay which mean that the person will be read-
mitted, not necessarily within 15 days, but up to 60 days. Certain
characteristics that occur during that discharge which will result
in higher readmission rates all the way up to 60 days.

Senator HEIz. Like what?
Dr. ANDERSON. It varies by type of hospital. It varies by the type

of physician, the type of illness which the patient has.
Senator HEINZ. Do you have any data?
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Dr. ANDERSON. Yes, we have a whole series of data. We have pub-
lished both in the New England Journal of Medicine and the Jour-
nal Inquiry.

Senator HEINZ. Would you please make those available for the
record?

Dr. ANDERSON. Sure.
[The prepared information follows:]
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Using a national" random sample, of .Iedwicare beneficaries. we developed a
mnultivariate logistic model that identtied a series 0/fatctors that predict
readMissom to ait acute care hospital within 60 daYs of discharge. Our regression
results show that I0 variables arc statisticallY' signiff/cant predictors of
readinissionv, with the patient \ disease history and diagnosis among the best
predictors. Our results can be used 1Y peer review organizations to evaluate the
qua/io' of care provided by1' d differentt hospitals as well as bY ph)w'icians and social
ssvrkers to improve discharge planning.

Readmissions to acute care hospitals occur fre-
quently.' particularly in the case of elderly pa-
tients. We demonstrated previously, for ex-
ample, that more than 22% of Medicare
discharges between 1974 and 1977 were fol-
lowed by a readmission within 60 days of dis-
charge. The cost of such readmissions is sub-
stantial. Between 1974 and 1977 Medicare
spent almost $2.5 billion annually on read-
missions that occurred within 60 days follow-
ing discharge. After adjustments are made for
inflation and trends in Medicare admission
rates, the cost to Medicare of such readmis-
sions in 1984 may exceed $7.5 billion.' Ex-
penditures could be even larger as a result of
the economic incentives created by the Medi-
care Prospective Payment System.

Despite the financial impact of readmis-
sions, little is known about the factors that
influence readmission and no models exist that
identify those patients who are most likely to
be readmitted to an acute care hospital. Iden-

tification of risk factors for readmissions could
be useful in several ways. First, knowledge of
risk factors could be used to improve esti-
mation of the probability that any given pa-
tient will be readmitted to the hospital. Such
information could assist physicians and social
service departments in discharge planning. To
the extent that improved targeting of outpa-
tient support services reduces readmissions to
the hospital, hospitalization rates and costs
could be lowered. Hospitals could also use
readmission rates to monitor quality of care
provided by individual physicians and to com-
pare care at their hospital with that received
at other hospitals. In addition, by helping to
identify specific factors that place patients at
increased risk for readmission, a readmission
prediction model could be used by insurers.
private corporations, unions, and health main-
tenance organizations in the development of
specific programs that could reduce hospital-
ization rates.

Gemrd F. 4admeson. Ph.D., is Associate Director. Center for Hospital Finance and Management. and
Associate Professor. Department of Health Policy and Management. Johns Hopkins Unirersijy Baltimore.
MD 21205. Earl P. Steinberg M.D., M.P.P., is Assistant Professor of Medicine. Johns Hopkins Hospital;
he also holds a joint appointment with the Department of Health Policy and Management. Johns Hopkins
Medical Institutions. and is a Henry J Kaiser Family Foundation Faculty Scholar in General Internal
Medicine.

inquiry 22: 251-258 (Fall 1985). 4C 1985 Blue Cross and Blue Shield Association. 251
0046-9580/85/2203-025S$ 1.25



235

Inqur'i - ",lnc A' XII. Fall 18.

A readmission prediction model could also
assist peer review organizations (PROs). which
have been established by Congress and given
responsibility for monitoring Medicare ad-
mission patterns under the new Prospective
Payment System. Because the Prospective
Payment System creates economic incentives
that could lead to increased readmission rates."
the admission monitoring responsibilities of
PROs take on greater importance. A readmis-
sion prediction model could help identify hos-
pitals (or physicians) with abnormally high
readmission rates that are not explained by
case mix, location, or other factors. Hospitals
identified as having abnormally high readmis-
sion rates could then examine the practices of
individual physicians, the medical staff as a
whole, or the social service department in an
effort to identify strategies for reducing read-
mission rates and improving the quality of pa-
tient care.

In view of these potential benefits, we un-
dertook an analysis of a number of demo-
graphic, clinical, and hospital characteristics
to identify which factors are most predictive
of readmission within 60 days following re-
lease from a hospital.

Methods

Data Base

The data we used to develop our readmission
prediction model were derived from a 1% na-
tional random sample of all Medicare benefi-
ciaries in the Medicare program at some time
during the period 1974-1977. Beneficiaries
who were in the program during this period
but who died during it were included in the
sample. After we excluded beneficiaries with
end stage renal disease, our data set contained
information on 270.266 beneficiaries and the
420,894 discharges -they generated during
1974-1977. To obtain additional information
about the characteristics of the hospitals where
the patients received care, we merged the
Medicare file with the American Hospital As-
sociation (AHA) Annual Survey of Hospitals.

Dependent Variable

We defined readmissions using a dichotomous
variable that measured whether or not a pa-
tient was hospitalized during the 60 days fol-

lowing discharge from an acute care hospital.
Our choice of 60 days for the definition of a
readmission is somewhat arbitrary, although
it does correspond to the spell-of-illness defi-
nition used by the Medicare program. Data
limitations required us to count interhospital
transfers as readmissions. Using the conser-
vative assumption that an interhospital trans-
fer occurred whenever a patient was readmit-
ted within 24 hours of discharge to a hospital
other than that from which he or she had been
discharged, we demonstrated previously that
at most. 2.2% of the Medicare discharges in
our sample were likely) to have been interhos-
pital transfers."

Independent I Variables

We hypothesized that 20 variables influence
the probability of readmission (see Table I).
Although our rationale for including most of
the variables is straightforward, our method-
ology for creating some of the variables re-
quires explanation. We derived data for vari-
ables 1-13 directly from the Medicare data file.
We determined the number of discharges for
the same disease in the 60 days prior to the
incident hospitalization (variable 10) by com-
paring the three-digit International Classifi-
cation of Diseases (ICD, eighth revision di-
agnostic code listed for the primary diagnosis
for each hospitalization. We classified only ex-
act matches as readmissions for the same dis-
ease.

Prior to analyzing the data, we classified each
three-digit diagnostic code in the eighth revi-
sion of the ICD on the basis of clinical judg-
ment into one of two categories: diseases that
are likely to be characterized as self-limited
versus diseases that are chronic or that may
be characterized as recurrent. We then as-
signed the primary diagnosis for each hospi-
talization to one of these two categories based
on this preestablished classification to form
variable 14.' Variables 15-20 were based on
data from the AHA Annual Survey of Hos-
pitals.

Statistical A nalysis

We performed univariate analyses to define
the relation of each variable to the likelihood
of readmission. We used the chi square test to

252
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assess statistical griaJnce We then tested
all 20 %arahls in amultiianate logistic
regression I 4)giat.i rt-grt.-%sion is appropriate
for analyzing di(hotornous dependent var.-
ables and several ind;;pndent discrete and
continuous variables." lD;screte vanables were
given a value of 0 if absent and I if present.
Nominal variables were valued as follows: sex
(female = 0, male = I) and race (white = 0,
nonwhite =I).

We performed the logistic regression in a
stepwise fashion. Initially, we included all 20
independent variables in the analysis. We then
eliminated variables one at a time. based on
their level of statistical significance, until all
remaining independent variables were statis-
tically significant (p < .01).

We performed the analysis on a sample of
21,043 discharges, representing every 20th
record beginning with record 10 from the rank
ordering of records based on beneficiary Social
Security number. This selection procedure en-
sured that no beneficiary would appear more
than once in our sample except for the few
individuals( 10 out of 270,266) with more than
20 readmissions during our period of obser-
vation. We thus avoided problems with biased
standard errors.

We assessed the magnitude of the impact of
each variable, X,. individually on the proba-
bility of readmission, after adjustment for all
other variables in the analysis, by calculating
the relative risk of readmission at one value
of X, compared with another. We estimated
relative risk by exp [b,(X,* - X,)), where b, is
the estimated regression cocfficient for the ith
variable and X,* and X, are two different values
for the ith variable. We calculated relative risks
at the mean value for all other variables in the
equation.

We used a two-step process to estimate the
probability of readmission for any Medicare
beneficiary at the time of discharge. First, we
multiplied the value of each variable included
in the final model by its respective logistic
regression coefficient and then added these
weighted values to a constant term to produce
a logistic sum, L. We then calculated the prob-
ability of readmission as (I + e L).

We validated the model by applying it to a
second, nonoverlapping random sample of
10,522 discharges. For each of these 10,522

Table 1. Independent variables

A. Demographic
I. ,ge
2. Sex
3. Race
4. Disability status
5. Supplemental Medicaid coverage
6. Patient lives in Northeast
7. Patient lives in North Central
8. Patient lives in West

B. Clinical
9 No, of discharges in 60 da)s pnor to admission

10. No. ofdischarges with same diagnosis in 60 da.s pnor
to admission

II. Surgery performed
12. Length of stay
13. Hospital reimbursement
14. Admission for nonchronic versus chronic disease

C. Hospital
15. Urban area
16. Community hospital
17, State or local hospital
18. For-profit hospital
19. Fewer than 100 beds
20. Teaching hospital

cases, we calculated a probability of readmis-
sion using the method described above. We
then rank ordered cases on the basis of their
estimated probability of readmission aind clas-
sified them into deciles. We then compared
estimated and actual probabilities of readmis-
sion within each decile and assessed agreement
between the estimated and actual probabilities
using a two-sided Wilcoxon test,9 a standard
technique used in biostatistics.

Results

Risk Factors.for Readmission

For the initial sample of 21,043 discharges, we
determined the univariate relationship be-
tween each of the 20 independent variables
hypothesized to affect readmission rates and
the likelihood of readmission within 60 days
ofdischarge. The results are presented in Table
2. We then examined all 20 variables using
logistic regressions performed on the sample.
Of the 20 variables originally hypothesized to
affect readmission rates, 10 were statistically
significant (p < .01); see Table 3.

Significant clinical predictors included the
number of discharges in the 60 days prior to
admission, whether the primary diagnosis was
classified as a nonchronic or a chronic disease,
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Table 2. Univariate associations of independent variables and readmission

Variable

I. Age (ya)
2. Sea (% male)
3. Race (% white)
4. Disability status % disabled)
5. Supplemental Medicaid coverage (%1
6. Lives in Northeast (%)
7. Lives in North Central (%)
8. Lives in West (%)
9. Discharges in 60 days pnor to admission

(mean per case)
10. Discharges with same diagnosis pnor to

admission (mean per case)
II. Surgery performed (%)
12. Length of stay (mean days per case)
13. Hospital reimbursement (mean $ per case)
14. Admission for nonchronic disease 4%)
IS, Hospital in urban area (%)
16. Community hospital (%)
17. State or local hospital (%)
18. For-profit hospital %)
19. Hospital with < 100 beds (%1
20. Teaching hospital %)

and whether surgery was performed. The sep-
aration of diagnoses into chronic and non-
chronic categories thus appears to be a useful
distinction in predicting readmissions. Inter-
estingly, once the number of discharges in the
60 days prior to admission was taken into ac-
count, the number of discharges with the same
diagnosis in the 60 days prior to admission did
not add significantly to the ability to predict a
readmission in the 60 days following dis-
charge.

Other clinical variables such as length of
hospital stay did not contribute significantly
to the predictive power of the model in the

presence of the other variables. In interpreting
thc length-of-stay result, however, it should be
recognized that we did not control for diag-
nosis beyond considering whether a disease
process was likely to be self-limited or chronic.
Thus, length of stay could prove to be an im-
portant predictor of subsequent readmission if
analyses are performed within specific disease
categories such as asthma or myocardial in-
farction.

Of the demographic variables, age, sex, race,
and eligibility for supplemental Medicaid cov-
erage emerged as significant predictors. After
controlling for other variables, the region of

Table 3. Final prediction model: Statistically significant variables in logistic regression (a =

21,043)

Variable name Coefficient F value p value

I. Age .00480 8.2587 <.01
2. Sex " .10908 9.8697 <.01
3. Race -. 14732 7.0790 <.01
4. Supplemental Medicaid coverage .21179 18.4737 <.01
5. No. of discharges in 60 days prior to admission .46509 294.1105 -. 01
6. Admission for self-limited. nonchronic disease --.34245 50.4367 <.01
7. Surgery performed -. 33536 67.2902 <.01
8. Reimbursement .00005 21.6499 <.01
9. Hospital in urban area -. 19647 20.5016 <.01

10. Hospital with < 100 beds .16399 10.3027 <.01
II. Constant -. 16840
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Caes readmitted
(a - 4,610)

72.3
50.0
10.3
113
158
20.1
28.1
16.4

45

.14
254
14.1

1.450.5
14.7
67.2
97.8
22.9
5.7

i9.9
15.8

Cases ot
readmitted

(a - 16.433)

73.2
44.5
100
8.9

12.8
22.4
29.2
14.4

.23

.05
32.6
13.1

1.423.3
20.7
71.2
97.9
20.0
5.4

16.4
16.0

p value
<.0001
- .0001

.57
• .0001
< .0001

- .005
.14

--.001

<.0001

<.0001
<.0001

.27

.35
.-.0001
-. 0001

.67
-,0001

.41
<.0001

.83
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Table 4. Odds ratios for independent variables

% ariable name

Age
Se %
Rate
Supplemental NWedicaid toscragc
Nc off discharge% in 60 da". poior to adnis%,n
Admission for sIlf-hmiied. nonchronk dis ,as
Surgeon performed
Reimbursemcnt
Itospitalied in urban area
Ilospital with - t00 bedf.

Relatiie
risk of re-
admission
within 60 95% confidence
da)s (odds interal for

ariAble ialue ratio) odd% ratio

!0 %cars older '95 (,9298)
Male 1.12 (1.04.1 20)
Nonv hie .86 ('77 .95)
Medicaid I 24 (I I 2. 1.36)
One pnor admisitn 1.59 (1.51. 1.67)
Stl--limited diase. ?I (.64..78}
Surgcr , ? (.66..76)
Additional $1.000 1 05 (1.03. I 07)
i 'rhan hospital .82 7_. .89
IM0 beds 1.18 (.06. 1 30)

the country where a patient lived. and whether
he or she qualified for Medicare on the basis
of disabilty or age alone, did not add signifi-
cantly to the abulit\ to predict admission.
J'he fact that region of the country did not

emerge as a significant predictor is somewhat
surprising given the existence of wide varia-
lions in medical practice in the United States"'
and previous research suggcting marked re-
gional variations in Medicare admission rates.'I
Nonetheless, our findings suggest that once
other variables are controlled for. the region
of the country in which a Medicare beneficiary
lives is not a good predictor of readmission
within 60 days of discharge.

Only two hospital characteristics- urban
versus rural location, and bed size-were sig-
nificant predictors. Patients hospitalized in ur-
ban areas were less likely to be readmitted than
were those in rural areas, a finding that could
be the result of better patient referral mecha-
nisms or more social services available in ur-
ban hospitals. Patients discharged from small
hospitals were more likely to be readmitted
than were those discharged from large hospi-
tals. Further data are required to assess wheth-
er this difference is a reflection of differences
in quality of care between different-sized hos-
pitals. Patients discharged from community.
state or local, for-profit, or teaching hospitals
were no more likely to be readmitted than were
those discharged from their counterparts. rhe
lack of a difference in readmission rates be-
tween teaching and nonteaching hospitals is
surprising given the more complex case mix
that is generally seen in teaching hbspitals.

The final statistically significant variable is
Medicare reimbursement for the incident ad-
mission. which was positively associated with
readmission rates. This finding may reflect an
association between hospital charges and case
complexity.

Relatn Risk

To obtain some insight into the magnitude of
the impact each statistically significant inde-
pendent variable had on the probability that
a patient would be readmitted within 60 days.
we calculated the relative risk of readmission
(and its 95% confidence interval) for each vari-
able, We calculated relative risks at the mean
value for all other variables. The results are
shown in Table 4 and can be interpreted as
follows. The value of 1.59 listed for the num-
ber of discharges in the 60 days prior to ad-
mission means that, after adjustments are made
for all other variables in the analysis. a Medi-
care patient who has one discharge in the 60
days prior to admission is 1.59 times more
likely to be readmitted within 60 days than is
a Medicare patient with zero discharges in the
60 days prior to admission. Similarly. the val-
ue of .71 listed for surgery performed implies
that a patient who undergoes surgery has a risk
of readmission that is .71 times that of a pa-
tient who does not undergo surgery. The four
variables that had the greatest impact on the
probability of readmission were the number
ofdischarges in the 60 days prior to admission,
whether the primary diagnosis was chronic or
nonchronic, whether surgery was performed,
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Figure 1. Predicted (solid columns) versus actual (open columns) probability of readmission
cases (a = 10,522), rank ordered on the basis of predicted probability and grouped into deciles

and eligibility for supplemental Medicaid cov-
erage.

Validarion

To determine a model's value in predicting an
outcome of interest, it is important to validate
it by applying it to an independent population.
We therefore tested our model on a second
random sample of 10,522 discharges. We com-
pared estimated and actual probabilities of
readmission within deciles derived from a rank
ordering of cases based on predicted proba-
bility of readmission. The results are shown in
Figure 1. Predicted and actual readmission
rates were very close. Agreement between them
was statistically significant (p < .05) when as-
sessed using a two-sided Wilcoxon test.

Discusion
By applying multivariate logistic regression
analysis to a large random sample of Medicare
discharges between 1974 and 1977, we iden-
tified a number of risk factors for readmission
within the 60 days following discharge and de-
veloped and validated a readmission predic-
tion model that employs data that are readily
available at the time of a patient's discharge.
The most important predictive variables that

256

emerge from our analysis are clinical (the num-
ber of discharges in the 60 days prior to ad-
mission, whether the primary diagnosis was
classified as chronic or nonchronic, and wheth-
er surgery was performed) and coverage related
(eligibility for supplemental Medicaid cover-
age). Other variables that are statistically sig-
nificant but less powerful predictors of read-
mission include the patient's age, sex, and race,
the amount of Medicare reimbursement to the
hospital, and the location (urban versus rural)
and size of the discharging hospital.

Before we discuss the implications of our
results, three methodologic issues should be -

addressed. First, we chose to define a read-
mission as an admission to an acute care hos-
pital within 60 days following a discharge. Our
choice of 60 days was somewhat arbitrary, al-
though it does correspond to the spell-of-ill-
ness definition used by the Medicare program;
it also seems reasonable given our interest in
identifying admissions that might be prevent-
ed by changes in patient management during
or soon after a hospitalization. Although we
have not done so, alternative models can be
developed using 5-. 30-, or even 365-day def-
initions of readmission.

Second, we counted interhospital transfers,
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which typically invoKe an admission within
24 hours of a discharge, as rcadmissions in our
study. Because such transfers are qualitatively
different from other readmissions. an argu-
ment can be made for not considering them
as readmissions. BIecause previous analysts has
demonstrated that only 2.2% of the Medicare
discharges in our sample were likely to have
been readmissions.' however, it is unlikely
that inclusion of transfers within our definition
of readmissions had a major impact on our
results.

The final methodologic issue relates to our
classification of diseases into chronic and non-
chronic categories. In many instances a disease
could reasonably have been classified as either
chronic or nonchronic, so we had to make a
somewhat arbitrary classification decision. Is-
sue could thus be taken with many of our clas-
sification decisions. The classification scheme
we developed did turn out to help predict read-
missions, however, and is available to those
who are interested in it.

The most important applications of our
readmission prediction model lie in its use in
identifying hospitals with high readmission
rates that are not explainable by case-mix de-
mographics or other correlates of risk of read-
mission, and in identifying those patients who
are most likely to be readmitted within 60 days
of discharge. In the former application, the
model should prove useful to PROs charged
with responsibility for monitoring readmis-
sion rates under Medicare's Prospective Pay-
ment System. In the latter application, the
model could be used by physicians, social ser-
vice departments, and utilization review com-
mittees trying to improve and monitor the
quality of patient care. Attention to the eight
factors contained in the model, for example,
can result in a range of predicted probability
of readmission for an individual patient from
as low as .06 to greater than .90.

Hospitals would be wise to concentrate their
initial readmission reduction efforts on the 10%
to 25% of cases with the highest predicted risk
of readmission. Given the expense associated
with Medicare readmissions, tremendous sav-
ings for the Medicare program could result from
only a small reduction in the Medicare read-
mission rate. If the number of readmissions
within 60 days in the Medicare program could

be reduced by just 10% (i.e.. from 22% to 20%),
for example. Medicare payments for acute care
hospital services could be reduced by 2.3%."
For 1984, such a reduction would have re-
sulted in savings of $1.2 billion.

Providers operating under a capitated sys-
tem of payment could similarly achieve sav-
ings through a reduction in readmission rates.
HIMOs. for example, which have been shown
to achieve savings primarily by controlling ad-
mission rates." could use a readmission pre-
diction model such as ours in conjunction with
a program designed to modify determinants of
readmission to achieve both short-term sav-
ings and a long-terni competitive advantage.

Future Research

Our analysis suggests a number of areas for
further research. First, the extent to which the
predictive power of the model could be im.
proved through consideration of such addi-
tional factors as a patient's marital status or
living situation, which are not available in the
Medicare file, needs to be explored. It would
also be interesting to evaluate data on the type
of setting to which a patient is discharged. Of
particular interest is whether discharge to a
nursing home or follow-up by a home health
agency influences readmission rates.

Second. inclusion in the model of more spe-
cific diagnostic information than we have used
here should be undertaken. Separate readmis-
sion prediction models could be developed, for
example, for the 10 most common Medicare
discharge diagnoses. Additional research is also
necessary to understand why urban hospitals
have significantly lower readmission rates than
rural hospitals and why smaller hospitals have
significantly higher readmission rates than
larger hospitals. Similar models could be de-
veloped for other patient populations, includ-
ing those covered by Blue Cross Plans, Med-
icaid, and commercial insurers and for large
groups of people employed by various types
of corporations.

Finally, the practical benefits of our model,
particularly in improving discharge planning,
need to be evaluated in an on-site trial. Such
a demonstration project would indicate the ex-
tent to which the model could actually be used
to reduce readmission rates.
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Senator HEINZ. Mr. Goldwyn, I would like to ask you how we can
improve upon our existing discharge planning practices, and more
specifically, whether it would be helpful to have some tool to re-
flect a patient's dependent status?

Mr. GOLDWYN. We think so. We think that patients who are dis-
charged in a more dependent state, do need better discharge plan-
ning and the discharge planners need a consistent assessment tool
that gives them a reliable and a relatively convenient way to make
that assessment and make it across the system. What we find in
Oregon is that some hospitals have formal, organized, managed,
computerized, discharge-planning systems where every patient that
is admitted goes through the system, is evaluated, and comes with
a recommendation on discharge.

There are hospitals where it is very informal and it is very
random chance.

Senator HEINZ. A brief followup is this. S. 2331, Senator Duren-
berger's and my bill, requires that HCFA develop such a needs as-
sessment tool within 1 year. Is there any reason HCFA can't do
that?

Mr. GOLDWYN. I don't see why. I think it is essential.
Senator HEINZ. Thank you. --

Senator DURENBERGER. Thank you very much.
Senator CHAFEE. Mr. Chairman, I just want to say that-the infor-

mation these witnesses have given us, I think, is really fascinating.
For instance, one of the points you make, Dr. Anderson, ,is that the
length of stay in the east coast hospitals is now equal to the pre-
PPS length of stay in the west coast hospitals.

Dr. ANDERSON. Correct.
Senator CHAFEE. And then you point out that no one was sug-

gesting that the length of stay in those west coast hospitals was in-
appropriate. Now, what has happened to the west coast? Have they
dropped?

Dr. ANDERSON. They have dropped as well, and they have
dropped substantially below where they were-approximately a 2-
day length of stay shorter than where they were before PPS. So, it
has been a uniform drop in length of stay across the United States.

Senator CHAnE. Well, I certainly look forward to that Rand
study and these other studies.

Senator DURENBERGER. Thank you very much. Our next panel is
Donald Young, M.D., executive director of the Prospective Payment
Assessment Commission; Eleanor Chelimsky, Director of the Pro-
gram Evaluation and Methodology Division of GAO; and Judith
Wagner, senior analyst of the Office of Technology Assessment.

Thank you all very much for your patience with us this morning.
I agree with what John Chafee said about the value of this hearing
and the value of the testimony of the various witnesses. Your state-
ments will all be made a part of the record of this hearing, and we
will begin with Dr. Donald Young from ProPAC. Don, thank you
very much for being here.
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STATEMENT OF DONALD A. YOUNG, M.D., EXECUTIVE DIRECTOR,
PROSPECTIVE PAYMENT ASSESSMENT COMMISSION, WASH-
INGTON, DC
Dr. YOUNG. Thank you for asking us, Senator. The Prospective

Payment Assessment Commission has always considered mainte-
nance of high quality care our highest priority. Quality of care has
guided our work in recommending an update factor and in our rec-
ommendations regarding adjustments to DRG classifications and
waits to better account for patient severity.

One of the expected results of the changed incentives of PPS is
indeed shorter lengths of stay, and this has been observed, as has
been mentioned this morning, many times, resulting in a need for
greater attention to posthospital services. ProPAC makes a distinc-
tion between earlier discharge and premature discharge. The
former may enhance quality of care, if necessary posthospital care
is available and is received. The latter, however, needs careful
review, monitoring, and vigorous steps to eliminate it.

The role of hospitals as care-givers in the United States is chang-
ing, and greater reliance on posthospital care in the home, commu-
nity, and other alternative settings is one result of this change.
Therefore, earlier discharge puts new pressures on the health care
delivery system outside of the hospital. Therefore, the problems re-
lated to earlier discharge may be related more to the absence of
postdischarge care than to flaws in the Medicare prospective pay-
ment system.

Along with many others, the Commission became concerned
about reports in the media and in testimony before congressional
committees that quality of care was being compromised as a result
of the implementation of PPS.

The Commission examined perceptions of quality of care in a
study we funded last year. Several issues were raised in this review
of the incidence of reported quality of care problems. These issues
include, one, the discharge of beneficiaries more quickly because of
shortened length of stay; two, a series of misconceptions about how
the PPS system works and the nature of patients' rights; three,
problems with availability or accessibility of alternative posthospi-
tal care; and four, deficiencies in the ability of PRO's to identify
and monitor quality of care, especially the care immediately follow-
ing the hospital discharge.

This study led to four recent Commission recommendations to
the Secretary relating to the development of more and better infor-
mation about PPS for both providers and for beneficiaries and lim-
ited expansion of PRO review beyond the hospital walls.

The Commission continues its research on the area of transition-
al or postacute care. And it has invited a panel of experts to dis-
cuss the methodologic approaches to improve the measurement of
health outcome at its meetings later this month.

Finally, although the full Commission has not met since the in-
troduction of S. 2331, and therefore has no formal position on the
bill, the general thrust of the bill and many of its provisions are in
keeping with the priorities and concerns of the Commission. We
commend you and the sponsors of the bill for your interest and
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concern, and we would be pleased to assist the committee in any
way possible and to answer any additional questions you may have.

Thank you, Mr. Chairman.
Senator DURENBERGER. All right. Don, thank you. Eleanor Che-

limsky, I think you are next. Right?
Ms. CHELIM8KY. Yes.
Senator DURENBERGER. Thanks for being here. You have already

been introduced by John Heinz.
[The prepared written statement of Dr. Young follows:]
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Mr. Chairman, I am Donald A. Young, M.D., Executive Director of
the Prospective Payment Assessment Commission. I am pleased to
testify before you this morning to discuss ProPAC's views and
observations aiout the quality of care received by Medicare
beneficiaries vnder the prospective payment system. The
Committee's interest in this subject serves to underline its
importance and reflects a concern which we all share.

The Commission has always considered the maintenance of high-
quality health care our highest priority. This priority has
guided all of our reports and recommendations during the 2 years
of our active participation in the policy development process
surrounding PPS. In our first annual report to the Secretary of
Health and Human services, containing recommendations for
updating and maintaining PPS, we noted that "The Commission is
keenly aware that the financial incentives of the prospective
payment system may lead hospitals to lower their costs of
providing services in a variety of ways, some of which may
potentially compromise the quality of care provided to Medicare
beneficiaries."

In fact, many of the results of incentives expected under PPS
have been observed in the two years of the system's operation.
Thus, in our February report to the Congress on Medicare and the
American health care system, wt noted several consequences of PPS
with potential relationships to quality of care. Specifically,
for example, the length of hospital stay has decreased, resulting
in a need for greater attention to post-hospital services.

Therefore, we are especially concerned, as you are, about the
quality of care related to Medicare patient's transition from the
acute hospital setting to the community and home. Although
patients may be discharged at an earlier point in tneir recovery,
the implications of this change for health care outcomes are
uncertain. For a variety of reasons, our society is changing its
reliance on hospitals as care-givers. This has positive
implications for quality of care, since a patient discharged
sooner is not subject to the risks associated with
hospitalization. Thus we think it is appropriate to make a
distinction between earlier discharge and premature discharge.
Earlier discharge may not only be acceptable but better for the
patient, and may represent enhanced quality of care. Premature
discharge, on the other hand, may represent a threat to high
quality of care.

We believe that the decline in average length of stay increases
demand for post-discharge services. In some areas, however,
unavailability of these services limits access to needed services
after discharge. The problems related to earlier discharge may,
therefore, be more related to the absence of post-discharge
services than to flaws in the Medicare PPS.

2
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Commission Activities
The Commission strongly perceives its role as supporting the
establishment of payment rates that will enable hospitals to
continue to deliver high-quality health care. Thus,
Commissioners have given implicit and explicit consideration to
quality of care during debate and deliberations surrounding
recommended changes needed to update payment amounts and
appropriately modify the DRG classifications and weights.
Adjustments to the DRG classification system are also important
to encourage the use of more costly, but quality of care-
enhancing new technologies and medical practices.

Last year, we also initiated a specific program of careful
review, monitoring and research into a broader set of PPS quality
issues. This work led to several recommendations in our April 1,
1986 report-to the Secretary and expansion of cur work in this
area.

ProPAC Study of Perceptions of Quality of Care
Along with many others, the Commission became concerned about
reports in the media and in testimony before Congressional
committees that quality of care was being compromised as a result
of the implementation of PPS. We decided that our initial work
might best be focused on these reported incidents of poor quality
care. Thus, through a research contract with Health Economics
Research, Inc. (HER), we conducted a systemmatic review of
incidents reported in the media and in testimony related to
possible PPS quality of care problems.

We undertook this study for several reasons. First, it seemed
appropriate to review reported incidents to ascertain if there
was a pattern of problems or abuses related to quality.
Secondly, even if the incidents reported were unrelated to
quality, the perception of quality problems on the part of large
numbers of beneficiaries and citizens seemed to us to call for
thoughtful review of the situation and corrective action.
Finally, we thought that a study of perceived quality of care
problems would lead us to enhanced understanding of this area and
assist us in further defining our future research and analytic
agenda.

A few weeks into the study, HER encountered difficulties in
identifying incidents of quality problems reported in the media.
We then took steps to expand the scope of the study to include
review of letters graciously made available to us by the American
Association of Retired Persons. These letters were from
beneficiaries who had experienced problems they felt related to
quality of care under PPS. The study also included interviews
with beneficiaries, providers, Peer Review Organizations, and
leaders of associations representing these groups.

:3
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The results of the HER study are published in the Technical
AppendiXes to our recent report and recommendations to the
Secretary, and are attached to my testimony. Briefly, the study
identified several themes running through all of the reported
incidents, which raised serious policy issues. These issues
include: the discharge of beneficiaries more quickly because of
shortened length of stay; a series of misconceptions about how
the system works and the nature of patients' rights; the lack of
availability or accessibility of alternative post-hospital care;
and the inability of PROs to identify and monitor quality of
care.

As noted in the conclusions of this study, the evidence reviewed
illustrates the types of problems that Medicare beneficiaries
have experienced under PPS. Perceptions are valuable in
identifying problems with PPS, but the evidence presented is not
sufficient to judge under what circumstances or to what extent
quality of care has actually suffered under PPS. Clearly,
earlier discharge, for example, does not necessarily equate with
poor quality health care. Rather, as I noted before, it may be
to the patient's advantage to receive care at home or in a
community setting providing adequate alternative care is
available and accessible. The problem, therefore, may be one of
the structure and payment for post hospital benefits and the lack
of services in some communities.

We believe that the information gathered in the HER study was
significant, and it led us to develop four recommendations which
were included in our second annual April 1 report to the
Secretary.

Recent ProPAC Recommendations Related to Quality of Care
The four recommendations related to quality of care focus in two
general areas: first, the need for more and better information
about PPS and its functioning for beneficiaries, physicians, and
hospitals; and, second, the need for expanded PRO review under
PPS.

As I mentioned, our review of reported incidents found enormous
misunderstanding about the most basic functioning of PPS. This
misunderstanding is clearly not limited to beneficiaries -- in
fact, it appears that beneficiaries often receive their
misinformation from providers, who also do not understand how the
system is designed to function. One of the most serious problems
relates to the use of the DRG average length of stay as a
definition of length of stay -- leading to the oft-quoted "Your
DRG is up" misconception. This problem, coupled with a lack of
information about beneficiary appeal rights, led the Commission
to recommend that the Department develop (1) general information
to describe PPS and the way it works and to make it widely
available to providers, consumers and the public at large; and

4

63-857 0-86--9



254

(2) a specific notice written for beneficiaires who are
hospitalized describing their rights of appeal in cases where
they believe they are being improperly discharged. We are
pleased that HCFA has recently written and required hospitals to
distribute a notice of appeal rights. We understand that the
agency is presently developing a general information pamplet or
brochure as we also recommended. We believe that, well into the
third year of PPS, these materials are long overdue. We hope
that their availability will improve the understanding of the
prospective payment system and result in fewer negative
perceptions of the system and of the quality of care being
delivered.

Two additional recommendations which were generated from our
review of the study findings involve limited expansion of PRO
review activities beyond the hospital walls. These recommenda-
tions call for PRO review of the entire episode of illness,
including the quality of care (and outcome) related to skilled
nursing or home health care. We noted in our discussion of this
recommendation that changed financial incentives under PPS and
changing patterns of care result in less frequent use of the
hospital and more frequent use of skilled nursing facilities,
other community facilities and the patient's home for treatment.
Thus, the quality and level of care available to beneficiaries in
these alternative settings directly influences the outcomes of
the illnesses or problems for which beneficiaries were
hospitalized, and they can directly affect the overall quality of
care the beneficiary receives.

We also recommend that PROs should be required to review and
monitor the quality of care and outcome of outpatient surgery for
selected patients and procedures.- Again, this is an area where
changing practice patterns, encouraged by the PPS incentives and
HCFA mandated PRO activities, have led to an increasing number of
surgical procedures being performed on an outpatient, ambulatory
basis. While ProPAC supports efforts to encourage performance of
procedures in the most appropriate setting, it believes that the
impact of this shift on the quality of care provided to Medicare
beneficiaries needs to be further examined.

We hope that addressing these issues will alleviate some of the
more critical short-term perceived and real quality of care
problems. We also hope that implementation of these suggested
procedures will lead to more sophisticated review of health
outcome-related quality measures and focus attention on health
system problems related to accessibility and availability of care
after the hospital discharge. Our own plans are to focus some of
our attention on quality studies which relate to the problems
associated with the transition to post-hospital services and
measurement of health outcomes under PPS.

5
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Medicare Ouality Assurance Act of 1986
As you know, Mr. Chairman, the Commission meets periodically and
has not met since the introduction of S.2331. Thus, the
Commission has not formally reviewed the many provisions of the
bill. Certainly, the general thrust of the bill and many of its
provisions are in keeping with the priorities and concerns of the
Commission. We are pleased that the Committee is seriously
reviewing quality of care problems, and we will be glad to
continue to work with you as you refine your efforts in this
area.

A major provision in the bill requires the Secretary to submit a
legislative proposal by January 1, 1988 to improve the PPS
classification and payment system to account for variations in
severity of illness and case complexity which are not accounted
for by the current classification and payment system. We are
deeply involved in reviewing this subject. We are very
support-ive of efforts to better define the problems involved in
case complexity and develop solutions for correcting these
problems. We believe the timetable you have suggested is
reasonable, though we would caution that while improvements will
likely be possible by that time, a panacea should not be
expected. Our own work in this area during the next year will
involve major commitment to a systematic evaluation of the DRGs
to assess the extent and underlying reasons for the heterogeneity
which results from case complexity and to identify improvements
in case mix measurement. In addition, we will be monitoring and
examining research related to alternative case measurement
systems. We will also continue to study individual DRGs and make
recommendations for refinements which we believe-are necessary to
adequately reflect case complexity.

As I noted, we have recommended, as Title I of the bill requires,
a notice to beneficiaries of their hospital discharge rights. I
believe that the general idea of PRO review of denial
determinations, as well as changes in the schedule for review and
timing of beneficiary liability for payment, would be supported
by Commissioners. Title I suggests the completion of a study of
the adequacy of conditions of hospital participation in the
Medicare program, which seems quite appropriate in light of the
radically changed nature of reimbursement under PPS and
significant other recent changes in health care delivery. The
suggested study of payment for administratively necessary days
likewise seems an appropriate area for careful review.

As I noted earlier, ProPAC shares the concern evident in the
provisions of your bill which deal with access to appropriate
post-hospital care. The Commission has not been involved in
reviewing the specific areas of concern related to skilled
nursing facilities and home health agencies covered in Title II
of your bill, so I cannot comment in detail on these provisions.

6
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The Commission likewise shares the concerns related to improved
PRO review of quality of care. I have already described our
formal recommendations in this area, which would result in
activities which are similar to several of those contemplated
under Title III.

Mr. Chairman, I appreciate this opportunity to appear before the
Committee today to describe ProPAC's activities and concerns
related to quality of care. In summary, we agree with the intent
of S.2331 to better understand and improve the quality of care
for Medicare patients as they move from the hospital setting to
the community and home. I look forward to continuing to work
with you on this important subject, and I will be pleased to
answer any questions you or members of the Committee may have.

7
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STATEMENT OF ELEANOR CHELIMSKY, DIRECTOR, PROGRAM
EVALUATION AND METHODOLOGY DIVISION, GENERAL AC.
COUNTING OFFICE, WASHINGTON, DC
Ms. CHELIMSKY. Good afternoon, Mr. Chairman and members of

the committee. I am really grateful to have the opportunity to be
here. I think this is an extremely important hearing on the quality
of health care, and it is a privilege to be asked to speak. You have
my full statement.

Senator DURENBERGER. It will be made part of the record.
Ms. CHELMSKY. And what I will do is simply summarize the

highlights in the interest of the committee's time. What I wanted
to say here this morning is based largely on recent GAO work in
which we examined the availability of information about the ef-
fects Medicare's prospective payment system is having on postho-
spital care.

We looked for information on Medicare patients' condition at the
time of discharge from hospitals, information on the q uality of
posthospital patient care, and information on patients access to
that care. Our report was released today, as you know; it is that
blue book that was passed around earlier. And as this committee
already knows, we found that very little-pitifully little-informa-
tion had been developed as of December 1985, more than 2 years-
nearly 3 years-after the initiation of Medicare PPS.

This finding resulted in our undertaking more work, which is
now ongoing in this area. First, a study of the experience of hospi-
tal discharge planners under Medicare PPS which would give us
national data from 900 hospitals, targeted especially on the issue of
access to posthospital care. Second, we are doing a study of health
care quality measurement that will focus on short-term approaches
using existing Medicare administrative data.

If we are successful, this study should allow the improved assess-
ment of health care quality in the Medicare program nationally on
at least some indicators. But our finding of little or no developed
information also leads me to a more general point that I would like
to bring to the attention of this committee.

Everyone knows, of course, that there is no such thing as a free
lunch. If we want nuclear energy, we have to cope with hazardous
waste. If we want severity in sentencing criminals, we have got to
build more prisons or deal with overcrowding. If we want to cut
health care costs, we have got to face the possibility of a decline in
health service quality. But while we understand logically that what
we do will always incur some costs, we understand it prospectively;
what we never seem to-anticipate is that, at one point or another,
we are going to want to know how big that cost is and in fairly
precise terms.

The problem is that, because we concentrate so completely on
the benefits we hope to procure when the time comes to calculate
the costs, it always seems to turn out that we haven't done the nec-
essary planning to allow the measurements we need to make; defi-
nitions aren't agreed on; baseline data haven't been collected; no
comparison base is available; and so on and so forth-the litany of
what you have already heard this morning.
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This is what is happening now with regard to health care qual-
ity. The Health Care Financing Administration has indeed report-
ed on the expected program benefits, for example, reduced hospital
expenditures, lower average lengths of stay under Medicare PIPS;
but we have heard little, if anything, about the expected costs of
the program change, especially the problems that were widely pre-
dicted in posthospital care or general problems of quality such as
those we are discussing today.

Evidence has been coming in over a few years now on individual
cases of quality problems, not only in the area of premature dis-
charge, but also inappropriate discharge-people not discharged
prematurely from a medical viewpoint but inappropriately because
their future care has not been assured. I think that the quantity of
this evidence is sufficient to make it impossible to claim that no
problems exist without first having done research expressly demon-
strating that these cases with problems make up only a small pro-
portion of the universe of cases nationwide, but no such research
on the universe of cases has been conducted.

For example, Dr. Roper earlier spoke of the problems as "tempo-
rary." My question would be: How can he possibly know? Here we
arrive at the nub of the problem. The time has come when we need
to know what has happened to the quality of health care as a
result of Medicare PPS, and we discover that we haven't done the
planning necessary to be able to find out.

As my statement points out, the Peer Review Organization
System was not designed to provide national data which are uni-
form and comparable across locales. The conceptual work needed
in measuring quality under PPS is only now, as you have heard, in
the early stages of development. There is considerable fragmenta-
tion in the administration of health care services, and what that
means is that there is no single strong point of accountability for
health care quality that includes all services to a patient. And fi-
nally, without that focus of accountability, it may be very difficult
to muster the kind of drive, the concentrated effort, the resources
needed to develop the information we have to obtain on health care
quality.

In summary, Mr. Chairman, I think two points are critical here.
First, efforts to provide for the measurement of quality should have
begun before the initiation of Medicare PPS. Second, although
there is undeniable evidence of problems in the quality of care pro-
vided to individual beneficiaries under PPS, we don't know the
extent, the distribution, or the intensity of these problems, vis-a-vis
the universe of problems nationwide.

Therefore, I conclude three things. First, that it is extremely im-
portant to take interim measures now to remedy cases in which pa-
tients have been prematurely or inappropriately discharged from
hospitals or have received seriously deficient posthospital care.
Second, I also think that caution is needed with regard to more ex-
tensive policy changes. We have to play catchup, and we need some
time. In my opinion, such thoroughgoing shifts as altering incen-
tives in the program or modifying coverage or eligibility criteria
would best await strong information, not only on the magnitude
and frequency of quality problems in the program nationally, but
also on the reasons for those problems.
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Finally, I believe it is critical for major programs like Medicare
PPS that involve millions of Americans to build in the kind of re-
search agenda before initiating the program that would make it
possible to evaluate not only the predicted benefits of the program
but also its costs. That concludes my statement, Mr. Chairman.

Senator DURENBERGER. Thank you very much. Dr. Wagner.
(The prepared written statement of Ms. Chelimsky follows:]
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MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

It is a pleasurt- to be here today to share with this

Committe- sone of the irforrat ion we have developed on the

quality of care provided by the Medcare program under the new

pios,-t lyte payment system (or PPS). In fiscal year 1985

Mi]i:aro sp,-nt a(proxirsatr4ly S37 billion under PPS for hospital

caI. . More eld, rly Am#-ricans (over 27 million) are enrolled in

Me,iiar,' than in any other federal program, including Social

Sezuritv'.

Wh-,:; th" Social Security Act Amendments of 1983 were passed,

th Con.Iress recognized that incentives intended to cut costs

cold affect the quality of health care. Restraining costs by

redPicinq services or lengths of stay could lead to greater

efficiency, less inappropriate use of services, and better care

for some patients. But if medically necessary and appropriate

services were also curtailed, prospective payment incentives

could ha:.? the unintended consequence of reducing the quality of

care. A number of measures were taken at that time to minimize

these potentially negative effects. The measures included the

provision of supplementary payments for unusually complicated and

costly "outlier" cases and the specific assignment of

responsibility for oversight of quality of care to the

Professional Review Organizations (or PROs). Our discussion

today focuses on what we know about whether the quality review

systems currently in place have effectively controlled the

quality problems which could arise from the incentives built into

the prospective payment system.

.I
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My comments will draw largely on the work we recently

completed in which we examined the aailability of information

ahoemt the effects on post-hospital care of implementing the

Me-dicare ProrI)'ctLvio Payment Systetm (PPS). In the course of

doing this work, we cxre t- tnt.- con,:,i.sion that some of the most

important quality of care q,-stions raised by the introduction of

PPS can ho addr.ssed by foczs;rng on two issues: the condition of

Medicare patients when they are discharged from the hospital and

the appropriaten-ss of post-hospital placement for patients who

require subacute care.

Today, I would lik- to focus on three concerns related to

these points. The first has to do with the incentive structure,

or the logic, of PPS. The second is the evidence about actual

quality problems und.r PPS. The third involves reasons why more

definitive information is not available.

Concerns About Quality of Care Posed by the Incentive Structure

of PPS

Prior to PPS, when hospitals were reimbursed for individual

services ani days of hospital care, their financial interests

could lead them to err on the side of providing too much health

care. Even prior to PPS, there were problems in obtaining access

to skilled nursing facilities for some patients. As a result,

some of these patients remained in hospitals longer than

2
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medically necessary Further, the limitations of Medicare

coverage for post-hospital services reinforced incentives to

extend hospital stays past the point where patients' acute care

neods had been met. Some extended care provided in hospitals

could have b-en covered by Medicare in post-hospital settings.

In other cases the extended care was probably custodial or

supportive care for chronically ill patients; this would not

qualify for Medicare coverage.

Extended hospital stays could have had negative quality

consequences, given the danger of complications and infection

that accompany all medical interventions. The prime objection to

this system, however, was its cost. Medicare was seen as paying

for too much unnecessary and inappropriate care.

Incentives to Provide Less Rather than More Care. In

shifting to a system of prospective payment based on diagnosis,

Medicare suddenly removed the financial incentive to provide more

health care services than needed in hospital settings. Rather,

hospitals now stand to gain the most by curtailing both services

and days of hospital care whenever possible. Under this system,

hospitals can profit financially from cutting back on medically

appropriate, as well as inappropriate, services. Thus, the

discharging of patients still in need of hospital care has become

a primary quality concern under PPS.

1 GAO, Medicaid and Nursing Home Care: Cost Increases and
the Need for Services Are Creating Problems for the States and
the Elderly, GAO/IPE-84-1 (Washington, D.C. : October 21, 1983),
pp. 110-15.

3
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Predictions of Increasing Need for Post-Hospital Care. A

second concern relates to the ability of hospitals to respond to

PPS incentives to shift the provision of subacute care to

appropriate post-hospital settings. Patients who no longer

require acute care should be discharged from the hospital, but

some of these patients are still not sufficiently recovered to

care for themselves at home. Such patients are likely to

experience quality of care problems if they do not receive

appropriate and competent post-hospital care. This is likely to

have occurred much less frequently since PPS came into effect and

transformed extensions of hospital stays from generally

profitable to relatively unprofitable activities. Given a new

level of demand, it will probably take some time before providers

of post-hospital care can expand to accommodate it. Until they

do, some patients are likely to have trouble obtaining access to

the post-hospital care they need. This problem is probably

accentuated for patients requiring the most intensive forms of

post-hospital services, such as respirator care. Because it has

only recently become feasible to provide relatively complex care

of this sort outside the hospital setting, post-hospital care

providers may not have the equipment or enough trained staff

needed to furnish it. Moreover, when providers of post-hospital

care are found, the complexity of these procedures and greater

vulnerability of patients dependent on them increases the

likelihood of problems of quality.

Differential PPS Effects on Quality are Likely. The

concerns about quality of care raised by PPS are likely to affect

4
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different groups of Medicare patients very unevenly. First, most

Medicare patients have typically not used post-hospital care.

For them, PPS incentives, at least in theory, pose fewer

potential problems. However, the patients who do require post-

hospital care tend to have had longer-than-average hospital

stays. This could make them more likely to be targets of

hospital cost-control efforts. Such patients are often frail or

chronically ill, and have multiple health care problems. These

conditions may render them less attractive for hospitals to

admit, and harder to place in post-hospital care upon discharge.

Hospitals may respond by focusing more intensive discharge

planning efforts on patients of this sort. To the extent that

this will lead to appropriate post-hospital care, the results

could be beneficial. Otherwise, the frail and chronically ill

could experience disproportionate quality of care problems under

PPS through a combination of premature discharges, inappropriate

or substandard post-hospital care, or no care at all.

In addition, variations in hospital practice and health

services resources across the country likely mean that there will

be substantial differences in the way that PPS affects the

quality of care. There are, for example, large variations in

average lengths of stay in hospitals and in the availability of

different types of post-hospital care. Hospitals which have

relatively low lengths of stay or are located in areas with a

relatively extensive networks of post-hospital care in place will

probably have less difficulty adapting to the incentives of PPS

without confronting major quality of care problems.

5
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What Evidence Is There of Actual Problems in Quality of Care for

Medicare Beneficiaries Under PPS?

Preliminary evidence from the U.S. Department of Health and

Human Services indicates that hospitals have responded as they

were expected to in terms of the incentives I have just

described: average lengths of stay are down and the number of

patients discharged to post-hospital care providers such as

nursing homes and home health agencies appears to have increased

sharply. 2  However, evidence of some quality of care problems

stemming from these incentives has also emerged. There have been

numerous reports of people having been discharged from the

hospital in unstable medical condition, or without adequate

provision for post-hospital care, or to inappropriate types of

post-hospital care. We reported to the Senate Special Committee

on Aging in February 1984 that there was substantial agreement

among the hospital, nursing home, and home health care

administrators and discharge planners and advocates for the

elderly whom we met with in six communities across the nation

that patients were being discharged sooner and in poorer states

of health than before PPS. We were told that demand for post-

hospital care had increased, and that patients in the post-PPS

period required more intensive services after discharge from the

hospital. At each site we visited, we were told of problems

2 Department of Health and Human Services, Report to
Congress: The Impact of the Medicare Prospective Pament System,
1904 Annual Report, (Washington, D.C.: November 1985), p. 6-13,
and 8-6 to 8-12.

6
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with obtaining appropriate subacute care for some patients,

particularly those with extensive skilled nursing care needs. 3

Reports of similar problems have continued to surface since our

preliminary report was issued.

Some work has begun on developing ways of measuring

patients' level of dependency and their medical stability when

they are dis'narjed front the hospital. The early evidence seems

to s'jbsta.-Iiate the common impression that patients are being

dis':-arge1 in less stable condition. However, we lack essential

information on the extent to which patients are being discharged

prematareli--that is, when they still require hospital care, or

inaplropriately--that is, when they no longer need acute care but

have inadeluato arrangements for post-hospital subacute care. We

are cdrrenti. examining some of the problems hospital discharge

plann.r. .;ir- exriencing in placing Medicare patients in post-

hospital cir'-. I expect the results of a national survey of more

than 900 hostitals to be available this fall.

Pr e;at ,jr- Discharges. Physicians and hospital

administratr s tstifying before both the House and Senate Aging

Committ,s ha",." rerrted that they have felt pressure to

diszharqr, {,t..s earlier than is medically appropriate.

However, the da'a on which to base any claims about the extent or

severity of prt-r ture discharges under PPS are very limited.

In October 1984, the Office of the Inspector General in HHS

3 Information Requirements for Evaluating the Impacts of
Medicare Prosps ctive Payment on Post-Hospital Long-Term Care
Services: Preliminary Report, GAO/PEMD-85-8 (Washington, D.C.:
December 7, 1985).

7
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e-xpressed concern about the possibility of a growing number of

medically inappropriate discharges, transfers, and readmissions

under PPS, but only limited reviews of a small number of cases

were cited as evidence of this type of problem. While PROs have

identified several thousand cases of premature discharge or

incomplete care resulting in readmission within 7 days, the

system of PRO review is not designed to produce uniform and

comparable data. Therefore, PRO data cannot be used to estimate

the incidence or extent of premature discharge experienced by the

entire Medicare population.

Inappropriate Discharges. As with premature discharges, a

great deal of testimony has been presented in House and Senate

hearings describing instances of problems associated with

patients' inability to obtain appropriate post-hospital subacute

care. However, no systematic research has yet demonstrated the

scope and magnitude of these problems.

PROs have no responsibility for reviewing post-hospital-care

services. Therefore, information on problems arising from lack

of access to appropriate post-hospital care, or placement in

inappropriate or substandard post-hospital care, cannot be

obtained from PRO data. Most of the available information comes

from providers and focuses on the increased demand for health

care services perceived to be associated with earlier hospital

discharges rather than on the direct assessment of the effect of

earlier discharges on the quality of care. The available

national, as well as regional and local studies show sizable

increases in tue provision of health-related services for elderly

8
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persons in the community after PPS and increased demand for

extensive skilled nursing services and "high-tech" services, in

both nursing homes and home care. Studies that demonstrate the

effects of either premature or inappropriate discharges on the

outcomes of patient care, however, have yet to be done.

Why Do We Not Know More About PPS Effects on Quality of Care

Either in Hospitals or in Post-hospital Care?

PROs are the organizations charged with the responsibility

of reviewing inpatient hospital care, and would seem to be the

logical source of data on quality of care problems, including

those associated with earlier discharges from the hospital.

However PROs have not provided this information for a number of

reasons.

Under their original scope of work, the specific types of

discharge problems PROs reviewed were those that resulted in the

subsequent readmission of a patient to the same hospital or

readmission of a patient for care that could have been provided

during the first admission. 4  Only readmissions to the same

hospital within seven days were subject to mandatory review.

In addition, the case-by-case methodology PROs use to

determine whether a premature discharge has occurred precludes

the collection of uniform data on the incidence of such

discharges nationwide. Each review rests ultimately on the

individual professional judgment of the PRO personnel reviewing

4Health Care Financing Administration, "Peer Review
Organization Manual," transmittal 5, Washington, D.C., August
1985, pp. 3-5.

9
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the case. The criteria guiding this judgment are developed by

each PRO in accordance with local medical practice. Therefore,

similar cases could be assessed differently by different PROs.

Inforbnation on premature discharges has been limited also by

the way in which PROs report their activities to the Health Care

-Financing Administration (HCFA). PRO review could lead to a

variety of findings--inappropriate admission for the second

hospitalization, readmission for legitimate reasons, or

readmission needed because of inappropriate or poor quality care

during the first hospitalization (which could include premature

discharges). The reasons for readmissions were not routinely

disaggregated in reports to HCFA. Consequently, summary

statistics on readmissions and on payments approved or denied for

readmissions would not provide information on premature

discharges. Summiry information provided to HCFA will be more

extensive uni-r the new round of PRO contracts, but data will not

be available until these new contracts have been in effect lonq

enough to conduct reviews, to record case findings, and to

generate and analyze summary data tapes. Perhaps most

significantly, PRO reviews do not provide information on cases of

readmission resulting from premature discharge after the

prescribed cut-off period (now 15 days) or on cases of premature

discharge not resulting in readmission (including patients who

were discharged and died without returning to the hospital).

PROs perforai, a valuable task in identifying and rectifying

individual cases of poor quality care. The problems with PRO

data that I have just discussed do not derive from poor

10
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performanc- on th-ir part. The difficulty is that the PROs were

not designed to provide aggregate information on the nation-wide

incidence of ptremature discharges under PPS.

Tho limitations of PROs in generating information on the

quality of care are not, however, merely a function of design.

They reflect, amonq other things, three major barriers to the

development of an effective quality assurance system for the

Medicare pro(iram: (1) conceptual problems in measuring the

quality of car.-, (2) fragmented administration of health care

services for th. elderly , and (3) the magnitude of research and

development efforts required.

Conceptual Problems Make Measuring Quality Very Difficult.

An important reason for the collective lack of information about

the quality of care provided to Medicare beneficiaries is that

people do not agree on what is meant by "quality of care."

Quality can-b-- viewed from the perspective of the practitioner,

the patient, or the persons who are charged with overseeing the

programs that serve the public, and these perspectives are

sometimes divergent. What may be state-of-the-art clinical

medicine from a technical and scientific point of view may be

unacceptable to a patient whose expectations about appropriate

treatment are not met or who is dissatisfied with the

interpersonal or environmental aspects of the health care

encounter. Assessing the quality of care provided to

-beneficiaries of a health care financing program requires the

consideration of trade-offs between available resources and

expected benefits, which may not be as important in assessing the

11
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quality of care rendered to an individual.

While there is no accepted standard definition of quality,

there is some g4-neral agreement among experts that quality is a

multidimensional construct, and that looking at different aspects

of the structure, process and outcomes of care can produce

meaningful and useful information. Clearly, the identification

of def iciencies in physical plant and equipment ( including

technology) and the staffing, organization and professional

training of persons working in health care facilities is

essential to oversight, and so is the review of the activities

performed in taking care of patients, including the gathering of

information about diagnoses, procedures, therapy, follow-up

visits, and so on. Under the pressures of cost-containment,

however, a concern is growing about how these components of

quality actually relate to the outcomes of care, as measured by

changes in health status or patient satisfaction.

In attempts to make some overall judgments about quality,

we have generally been limited to somewhat ambiguous proxy

measures such as mortality rates and use rates, measures that are

often difficult to interpret. For example, knowing that patients

in a particular institution have a certain mortality rate is not

useful in the absence of information on the complexity of cases

treated in that institution and the expected mortality rates for

similar groups of patients receiving appropriate care.

More comprehensive measures of quality would require linking

variation in the process of care to differences in health

outcomes or examining the quality of care provided in different

12
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settings throughout an episode of illness. Research in these

areas is in the early stage of development.

The Fragmented Administration of Health Care Services Leads

to Data and Accountability Problems. Assessing the quality of

care is complicated further by the fragmentation of

responsibility for quality oversight among different segments of

the health care system. For example, Medicare covers acute and

subacute care for the elderly; private payment arid Medicaid cover

most long-term care for the frail elderly and chronically ill and

disabled. Therefore, federal programs have responsibility for

the oversight of quality in different sites--hospitals and

nursing homes, for example--and for different populations of

beneficiaries--the acutely versus chronically ill. This

fragmentation is exacerbated within the Medicare program itself,

which covers a wide range of services under two separate

insurance funds, and uses a variety of payment mechanisms--each

with its own billing and administrative data--to reimburse

providers of care.

As a result of divided responsibilities and diverse payment

and administrative systems, the measures and mechanisms that have

been developed for monitoring quality of care have tended to

focus on different types of information and different aspects of

quality. These various elements have not been tied together into

a unified conceptualization of quality extending throughout an

episode of illness. The immediate case in point is the system of

PRO review, in which responsibility is limited by the parameters

of the specific prospective payment system in place. PROs are

13
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responsible only for reviewing the quality of inpatient hospital

carp; they have no responsibility for monitoring other Medicare

services or non-Medicare services received by beneficiaries.

Developing Stronger Information on Quality of Care Requires

a Concerted Effort. To overcome barriers to the assessment of

quality, significant efforts will be needed in both measuring

quality and collecting relevant information. A first task is to

clarify what is meant by "q-aality health care," particularly in

the light of changing payment mechanisms ard their associated

incentives. Measurement development should be linked to

improvements in the Medicare data collection system that would

make it possible to apply comprehensive measures of quality

throughout episodes of illness. At the same time, we need (1) to

improve the system of PRO review so that it can generate valid

and nationally representative information on quality problems,

and (2) to devise ways to use this information to make systematic

improvements in quality of care.

We have begun a- study that will take some initial steps

towards these ends. Our work wiii focus on relatively short-term

approaches for assessing the quality of care that can use

Medicare administrative data. Given the scope and complexity of

the issues involved, however, a major research and evaluation

effort will be required from HHS and others if the full range of

quality of care issues is to be adequately addressed.

It should be noted that the development and refinement of

many existing quality assurance methods was accomplished, in

part, by the availability of federal research funds throughout

14
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t!,- 1970s. As policy concerns for health care costs increased,

the-s, conz,,rns were reffect,-d in shifts in priorities and agendas

for funding resiar:h, and this resiltel in decreased emphasis on

qIal ity-rolati-.I studis. T h- prese nt congressional hearing and

th,- incr.,as,, attention dolvoted to problems of health care

q-.iality sug,j,pst a need to reassess priorities for health services

res,1a r,7ti. Greater attention to developing appropriate quality

measures is essential. Studies to delineate the magnitude and

types of health care quality problems occurring in the Medicare

program and to develop systematic approaches for improving

quality depend upon such basic developmental efforts.

Conclusions

To summarize, we have three major concerns about assessing

the quality of care in the Medicare program under PPS:

First, the incentives created by prospective payment are such

that providers could profit by cutting back on medically

necessary care. However, these incentives operate more or less

strongly for different typcs of patients and providers. Analyses

basket on individual cases or local or regional studies could be

misleading. Therefore, it is critically important to develop

information on quality of care that is national in scope and

represents the population as a whole.

Second, virtually every source we have reviewed reports some

problems of quality under PPS that are consistent with the logic%

of these incentives. The numerous descriptions of individual

cases which have emerged since PPS came into effect are also

15
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consistent with this logic. Further, as I previously testified

before the Senate Special Committee on Aging, our work has

uncovered no syste:ratic research demonstrating that such quality

of carre problems are not significant. BaseA on the available

evidence, , we believe that there are some instances of serious

problems with the quality of care provided to Medicare

benefi-iaries under PPS. However we do not know the extent,

distribution, or intensity of these problems.

Third, significant barriers to obtaining better information

derive from a combination of measurement problems, fragmented

administrative responsibilities, and decreased emphasis on

essential research and development. These barriers will not be

overcome unless a systematic and extensive effort--and the

resources to support this effort--are directed to the task.

The current gaps in information should not, however,

preclude consideration of the genuine instances of problems of

quality that have arisen under PPS. Although we cannot yet

determine the distrihution and intensity of these problems, some

interim measures to remedy cases of premature discharge and

seriously deficient post-hospital care as they occur are clearly

justified. There should be effective mechanisms to provide

patients with full and accurate information about their rights;

procedures to deal immediately with Medicare patients' urgent

problems related to hospital discharge decisions'and placement in

post-hospital care are also needed. Without better information

on the nature of the quality of care problems occurring in the

Medicare program, however, the basis is lacking for considering

16
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more extensive policy changes intended to adjust the basic

incentive structure of PPS, or substantively change Medicare

eligibility criteria or its coverage of subacute health care

services.

Ttis - r,,; prepared statement. I will be happy to

answer i , any other members of. the Committee

17
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STATEMENT OF JUDITH L. WAGNER, PH.D., SENIOR ANALYST,
OFFICE OF TECHNOLOGY ASSESSMENT. 1U.S. CONGRESS, WASH.
INGTON, DC
Dr. WAGNER. Thank you, Mr. Chairman, I am Judith Wagner,

Senior Analyst in the Health Program of the Office of Technology
Assessment. I am pleased to appear before you to discuss the
impact on quality of care of Medicare's prospective payment
system.

Today, I would like to address two questions: First, what do we
know about the impact of PPS on the quality of care delivered to
Medicare beneficiaries? And second, what options are available to
the Congress to address the most critical threats to quality arising
from PPS?

Two and one-half years after the transition to PPS began, there
is still today little hard evidence on the impact of the program on
the quality of care delivered to Medicare beneficiaries. This is cer-
tainly a statement you have heard earlier today. We do know that
the patterns of care to Medicare patients have changed markedly.
Reductions in the length of stay and admissions suggest that Medi-
care patients who are hospitalized are on average likely to be
sicker and are leaving the hospital earlier than they would have
before PPS was enacted. What these changes mean for quality of
care, however, cannot be assessed with the data currently avail-
able.

Did those patients who were discharged earlier have better out-
comes or worse outcomes? Studies have simply not been mounted
to answer this question with any confidence.

Anecdotal evidence of patients encountering problems in obtain-
ing adequate posthospital care in the home or in nursing homes
has increased our sensitivity to the possibility that the gains in
hospitals' efficiency have come at the cost of quality, at least for
some people. Anecdotes have serious shortcomings as a valid source
of information. They are likely to be biased toward the negative
and focus on unusual cases, but they can be most useful as early
warning signals of potential problems.

Reliance on these sources alone, without further analysis, howev-
er, exposes policymaking to the risk of serious errors. At present,
there is no other source of information on the"quality impacts of
early discharge. Yet, even without hard evidence, it is prudent at
this time to focus on the most critical threats to quality raised by
PPS and to search for ways to deal with them. Three potential
threats to quality under PPS are the threat of underprovision of
services to patients in the hospital, the threat of too-early dis-
charge of hospitalized patients with inadequate posthospital care,
and the threat of inadequate access to hospital care for unprofit-
able populations.

Under the DRG payment system, very old people and alcoholic
or mentally ill people in need of hospitalization for medical prob-
lems are particularly vulnerable. In my opinion, the most impor-
tent requirement in the long-run maintenance of quality of care for
Medicare beneficiaries is that hospitals receive adequate revenues.

In a hospital industry in which 85 percent or more of hospitals
are not for profit, the institutional ability to maintain and even en-



279

hance quality will be compromised most severely if the resources to
provide high quality care are withheld. In drafting the PPS law,
Congress created ProPAC and required it to analyze and recom-
mend an appropriate annual increase in the average rate of pay-
ment. While ProPAC has carried out this task with skill and sensi-
tivity, the budget situation continually puts pressure on the admin-
istration and Congress to reduce the rates of increase and even to
freeze rates. Hospitals may be able to absorb these resource limita-
tions without compromising quality in the short run.

Eventually, however, the fat in the system will be removed, and
further cuts may come at the expense of quality. Congress could
further enhance the capability of the hospital payment system to
maintain quality at little additional cost by strengthening patients'
access to the information necessary to protect themselves against
premature discharge or unnecessary transfer and by enjoining phy-
sicians from teaming up with hospitals for mutual financial gain.

It also makes sense to require the Department of Health and
Human Services to continue to submit annual impact reports
beyond the current 1987 sunset date. Other approaches are likely
to be more costly and of more uncertain impact.

That concludes my prepared remarks. Thank you.
Senator DURENBERGER. Thank you, all of you.
[The prepared written statement of Dr. Wagner follows:]
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Thank you, Mr. Chairman and members of the Committee I am Judith

Wagner, Senior Analyst in the Health Program of the Office of Technology

Assessment. I am pleased to appear before you to discuss the impact on

quality of care of Medicare's prospective payment system (PPS,.

Early in 1984, your Committee and the Senate Special. Committee on Aging

asked OTA to conduct an assessment that would identify potential economic and

health-related effects of PPS and develop a series of strategies for an

evaluation of the most important effects. The assessment was initiated in May

1984. and our report, Medicare's Prospective Payment System* Strategies for

ayaluating Cost. Quality. and Medical Technology was approved by OTA's

Congressional board in June 1985. The report was published and delivered to

your Committee in October 1983.

In the report, OTA arrayed the possible effects of PPS on the health

care system- -including those on the quality of care--and assessed the extent

to which these effects can be measured. The report also identified critical

PPS evaluation questions. In addition to identifying studies that would

address the critical evaluation questions. OTA attempted to put the studies in

a priority order, based on their cost and feasibility. Since publication of

the report, OTA has informally continued to monitor the status of the evidence

on the effects of PPS on the health care system. My testimony is based both

on the findings of the OTA assessment and on information obtained in the

ensuing six months.

Today, I would like to address two questions: First, what do we know

about the effect of PPS on the quality of care delivered to Medicare

beneficiaries? And second, what options are available to the Congress to

address the most critical threats to quality arising from PPS?

-I
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When Congress mandated the transition from cost-based hospital

reimbursement to PPS for Medicare, it radically altered financial incentives

for the amount and mix of inpatient services provided to the elderly. At the

time, the nation had little experience with such prospective payment systems.

Though several States had introduced prospective hospital rate setting

programs before PPS, they were all substantially different in design from the

national program and in any event, none had been adequately evaluated for

impacts on quality of care. Congressional awareness of potential problems

with PPS was evident from the beginning; the Secretary of Health and Human

Services (DHHS) is required by the PPS law to prepare annual reports through

1987 on how PPS is affecting providers and Medicare beneficiaries.

Today, two and one-half years after the transition to PPS began, there

is still little hard evidence on the impacts of the program on the quality of

care delivered to Medicare beneficiaries. We do know that the patterns of

care to Medicare patients have changed markedly. For example, the average

length of hospital stays for Medicare beneficiaries declined sharply during

fiscal year 1984, but appears to have leveled off in fiscal year 1985.

Medicare hospital admissions declined in both fiscal years. Taken together,

these trends suggest that Medicare patients who are hospitalized are on

average likely to be sicker than those who were hospitalized before PPS and

patients, on the average, leave the hospital earlier than they would have

before PPS was enacted.

What these changes mean for quality of care, however, cannot be

assessed with the data currently available Did those patients who were

discharged earlier have better or worse outcomes? Studies have simply not

-2
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been mounted to answer this question with any confidence. Anecdotal evidence

of patients encountering problems in obtaining adequate post-hospital care in

the home or in nursing homes has increased our sensitivity to the possibility7

that the gains in hospital efficiency have come at the cost of quality, at

least for some people. Anecdotes have serious shortcomings as a valid source

of information--they are likely to be biased toward the negative and focus on

unusual cases--but they can be most useful as early warning signals of

potential problems. Reliance on these sources alone, without further

analysis, however, exposes policymaking to the risk of serious errors. At

present, there is no other source of information on the quality impacts of

earlier discharge.

Why do we know so little about the impacts of PPS on the quality of

care delivered to Medicare patients? Several factors contribute, but two are

especially important. First, methods for measuring quality of care is not

well developed and data are not readily available even for existing measures.

The benefits patients get from receiving medical care include improvements in

the quality of life as well as extensions of the length of life. Quality of

life includes not only objective measures of illness and functional status but

also more subjective measures of emotional well-being and satisfaction.

Tracking changes in these measures is difficult and costly and inevitably

requires the selection of incomplete and imperfect proxy measures.

Second, the effects of PPS on the quality of care are likely to emerge

gradually, and the more serious effects may not appear for a number of years.

Initially. PPS impacts on quality may be small because of the gradual

transition from cost-based reimbursement to PPS and the ability of hospitals
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to achieve savings through management and clinical efficiencies that have

little effect on outcomes. As slack in the system is taken up. however, PPS

could force economies that are inconsistent with maintaining quality of care.

In short, although some PPS effects on quality of care may surface relatively

early, others that ultimately are more important may take some years to be

detected and documented. A mature assessment of PPS will be possible only

after a substantial period of time has elapsed, perhaps as many as five years.

It is important to note that PPS can change the quality of care in

positive as well as negative directions. For example, more skillful hospital

management may lead to desirable clinical efficiencies, such as improved

choices of diagnostic or therapeutic interventions. And. earlier discharge

exposes patients to fewer risks of hospital-induced illnesses. Nevertheless,

even without hard evidence, it is prudent at this time to focus on the most

critical threats to quality raised by PPS and to search for ways to deal with

them.

Two potential threats to the quality of care received by Medicare

beneficiaries are inherent in any prospective per-case payment system and are

not unique to-the diagnosis-related group or DRG-based system used by

Medicare. They are:

1) the threat of underprovislon of services to patients in the

hospital; and

2) the threat of too-early discharge of hospitalized patients, with

inadequate post-hospital care.

The incentives for hospitals under per-case payment are not only to

treat patients in as inexpensive a way as possible, but to admit profitable

rather than unprofitable ones. Which patients are likely to be profitable is

determined by the specific system used to classify patients. The DRGs
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themselves create a specific pattern of winners and losers in this regard;

other patient classification systems would produce a different pattern. To

the extent that hospitals can tailor their patient mix to minimize

unprofitable admissions a thi.-d threat to quality is raised: the threat of

inadequate access to hospital care for the unprofitable populations. Under

the DRG-based payment system, very old people and alcoholic or mentally ill

people in need of hospitalization for medical problems are particularly

vulnerable.

The extent to which any of these threats to quality will actually

manifest themselves depends on five-factors: I) the amount of "fat." or

unnecessary medical care and inefficiency, that existed at the start of PPS

and which could be pared down with little impact on health outcomes; 2) the

rate at which DRG prices are permitted to increase from year to year to keep

pace with inflation; 3) the degree of cost containment pressure on

nonhospital services, such as home health or skilled nursing facilities, that

are partial substitutes for hospital care; 4) the degree to which physicians

act as advocates for their patients rather than as advocates for the

hospital's financial status; and 5) the effectiveness of the Utilzation and

Quality Control Peer Review Organizations (PROs) in monitoring and assuring

quality of care.

In my opinion, the most important requirement for the long-run

maintenance of quality of care for Medicare beneficiaries is that hospitals

receive adequate revenues. In a hospital industry in which over 85% of

hospitals are not-for-profit, the institutional ability to maintain and

enhance quality will be compromised most severely if the resources to provide

high-quallty care are withheld. In drafting the PPS law, Congress created the

Prospective Payment Assessment Commission (ProPAC) and required it to

-5
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carefully analyze and recommend to DHHS an approp-iate annual increase in the

average rate of payment. While ProPAC has carried out this task with skill

and sensitivity, the budget situation continually puts pressure on the the

Administration and the Congress to reduce the rates of increase and even to

freeze rates. Hospitals may be able to absorb these resource limitations

without compromising quality in the short-run; eventually, however, the fat in

the system will be removed, and further cuts may come at the expense of

quality.

Congress could further enhance the capability of the hospital payment

system to maintain quality with little additional funding by strengthening

patients' access to the information necessary to protect themselves against

premature discharge or unnecessary transfer and by enjoining physicians from

teaming up with hospitals for mutual financial gain. It also makes sense to

require DH{HS to continue to submit annual PPS Impact reports beyond 1987.

Other approaches are likely to be both more costly and of more

uncertain impact. Whether PROs can perform quality assurance in an effective

fashion is unclear. Recent PRO contracts have stressed quality, but it has

not been demonstrated that they will result in adequate protection against

the threats to quality. At the heart of the problem is a shortage of adequate

nursing home and home care services. To assure continued quality of rare,

access to the post-hospital care system for Medicare beneficiaries will need

to be improved, a solution that can be achieved only at considerable cost,

This concludes my prepared remarks. I will be happy to answer any

questions you might have. Thank you.
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Senator DURENBERGER. I will ask just one quick question of you,
Eleanor. One of the conclusions in the GAO study, as I understand
it-I haven't had a chance to look at it-is that PPS provides in-
centives for hospitals to cut back on medically necessary care. I am
not sure that is true, and I don't want you to try to demonstrate it
for me here today.

Ms. CHEUMSKY. I don't think we said it exactly that way; I hope
we didn't.

Senator DURENBERGER. All right.
MS. CHELIMSKY. It seems to me what we were saying was that

there are incentives that would make it possible to profit by letting
people out sooner, but that doesn't mean that there are incentives
for them to do that.

Senator DURENBERGER. All right. Now, is there evidence to what
degree they are doing it? I noticed in reading some of these state-
ments that hospitals are either bringing people in at a higher DRG
than they ought to be at in order to make some money, or at least
there is the implication that they might be sending them out early
to bring them back.

Ms. CIHEUMSKY. 1 think you have heard several times this morn-
ing-and we agree absolutely with what has been said-that what
we have is individual instances of people who may or may not have
been-you know, you would have to go and follow it up yourself,
but we would give them the benefit of the doubt-it seems to me
9ite clear that the evidence is there of these individual cases.

hat we are lacking is some sense of-and we would need this in-
formation to be able to answer that question-what is happening
on a national basis. Is that in fact occurring? Is it a jack or a deuce,
in other words? Are we talking about an ocoasional thing? Is it
temporary? Is there a big difference? And is it due to PPS? We
don t know any of that.

Senator DURENBERGER. All right.
MS. CHELIMSKY. What we do know is that people are having prob-

lems. We do know that.
Senator DURENBERGER. All right. John Chafee.
Senator CHAFER. Thank you, Mr. Chairman. I must say, Dr.

Young, this is an extraordinary statement, which I am not sure the
American Hospital Association would agree with; that is, one of the
positive implications for quality of health care-this has a positive
implication for quality of care, that is, getting out of the hospital
soon.

Since a patient discharged sooner is not subject to the risks asso-
ciated with hospitalization-in other words, don't go into that
place; it is a dangerous place to be. Is that it?

Dr. YOUNG. Yes; I don't think they would disagree with that. I
think, as a physician, hospitals are not good places to be. Bad
things happen to people. I know they have good things happen to
people as well, but so do bad things.

Senator CHAFEE. But get out as soon as you can with your
health?

Dr. YOUNG. Yes.
Senator CHAIFER. What this panel has brought home to me is the

difference between what you term "premature discharge" and "in-
appropriate discharge," and in some cases, an "earlier discharge."



288

Do you all agree--here is my question-that whereas we don't
know the data today on the effects of PPS, nonetheless it does seem
clear that the problems related to earlier discharge are more relat-
ed to the absence of postdischarge services than to flaws in the
Medicare PPS?

In other words, we don't know the effect of the PPS, but we do
know there must be better postdischarge services and facilities.
You say it, so you must agree with it.

Dr. YOUNG. Yes, sir.
Ms. CHELIMSKY. I wouldn't agree with it. I would agree that we

do need more services in some areas and regions; that is quite
clear. And we certainly need more appropriate discharges. In other
words, I would agree that we should have discharge planners in
every hospital because I think that has to be done; but I think the
fact that we don't know the universe and that we don't know the
effects of PPS would keep us from being able to target services
properly.

Senator CHAFEE. No, but my question is this. Everybody who has
testified has said we don't know what the data are. We don't know
what it is going to conclude.

Ms. CHELIMSKY. Right.
Senator CHAFES. Each of you haq said that. Nonetheless, doesn't

it seem appropriate to proceed to encourage those postdischarge
services or facilities now? Yes or no?

Ms. CHELJMSKY. I am uncomfortable with it because I don't know
what the data show. I would want to know what the problem is. I
would want to know the extent of it before I would want to advo-
cate some large changes.

Senator CHAFE. All right. What would you say, Dr. Young?
What do you think we ought to do? If discharge services are lack-ing, what are they?r. YOUNG. Postdischarge services go all the way from acute

skilled nursing level of care for some patients to the care they re-
ceive in the home from the family and a loved one.

Patients who are in the hospital are generally sick. That is the
reason they are in the hospital. And our society has put an im-
mense amount of focus on the hospital as an important institution
and on the doctor's office. Until recent years, we denied the exist-
ence of anything in between, and yet the natural history of an ill-
ness is not a herky-jerky I am sick enough to be in the hospital
now, and an hour later I am well enough to be at home. It is a
continuum.

If the individual needs rehabilitation, that can be given by a
spouse, a family member, a loved one.

Senator CHAFE. Do you think we ought to be doing something
now, while we are waiting for the data to come in? Do you think
we ought to be doing something to encourage those postdischarge
services?

Dr. YOUNG. First, I absolutely agree we need the data. We need
to know and understand better what is happening and to have
some judgment as to how it relates to PPS incentives. In many re-
spects, it may not. What is happening now may be no different
than what was happening 5 years ago. We don't know. Second, I
think we need to engage in and begin discussing in a dialog the
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current structure of the Medicare Program and its benefits so that
we can begin to make the changes in the future.

The structure of it currently is simply not in keeping and in pace
with the way the services are organized, delivered, and financed
today. And now is the time to begin that kind of discussion and put
in the research necessary and use the data-that we are gathering
to help us formulate the future.

Senator CHAPE. Well, that is a big order. What do you say, Dr.
Wagner?

Dr. WAGNER. With respect to the issue of the availability of
posthospital services, it is not clear to me how much-at least in
some areas of the country-how much of the problem is due to the
lack of facilities and services per se as it may be a problem of man-
agement of the patient's access to those services.

Senator CHAFEE. My time is up. What would you do if you were
sitting here about this problem? Would you sit around and wait
until we get the data, or do something?

Dr. WAGNER. I think there are some elements of the Senate bill,
Senators Durenberger and Heinz' bill, that will begin to address
some of these potential threats. I think there are some very good
elements in that bill, and that is a good starting point.

Senator CHAFES. Do you agree with that, Ms. Chelimsky?
Ms. CHELIMSKY. Yes. I think it is a very good starting point, but I

would worry, as I said, about taking large steps without data.
Dr. YOUNG. I agree it is a good starting point, but only a starting

point.
Senator CHAFES. All right, fine. Thank you very much.
Senator DURENBERGER. John, thank you very much; and thank

you, panelists. We appreciate your being here.
Next, we have a panel of Dr. Harrison L. Rogers, president of the

American Medical Association; Andrew Webber, the executive vice
president of the American Medical Peer Review Association; Dr.
William Moncrief, president of the California Medical Review, Inc.;
and Louise Crooks, president-elect of the American Association of
Retired Persons.

Ladies and gentlemen, your testimony has been received in ad-
vance as required, and it will be made part of the record. You may
now proceed to summarize your testimony, beginning with Dr.
Rogers.

STATEMENT OF HARRISON L. ROGERS, JR., M.D., PRESIDENT,
AMERICAN MEDICAL ASSOCIATION, ATLANTA, GA

Dr. ROGERS. Thank you, Mr. Chairman. My name is Harrison
Rogers, and I am president of the American Medical Association.
Accompanying me today is Mr. Bruce Blehart of the AMA's De-
partment of Federal Legislation.

Mr. Chairman, the AMA is deeply concerned about the impact of
the changes in the Medicare Program on the ability of physicians
and hospitals to assure their continued availability of high-quality
health care services for the Medicare population. The combination
of the incertives for reduction in care that are inherent in the PPS
and the fact that hospital reimbursement under this system rou-
tinely has been scaled back even prior to full implementation of
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the system point to increasing pressures to turn Medicare benefici-
aries out of hospital at a quicker rate with all of the problem at-
tendant to early hospital discharge.

This has been documented through our DRG monitoring.project.
The association initiated this project 2 years ago to determine how
PPS may affect the quality of patient care. As of May 15, 1986, 443
written responses representing approximately 8,050 physicians
have been received. Of the comments received concerning quality
of care, 66 percent stated that quality had deteriorated. Concerns
have related to early discharges, limitation on laboratory tests of
hospital stays in which a second patient condition or complication
requires treatment. Of the comments received concerning the cost
of care, 85 percent reported that reimbursements at their hospitals
were inadequate for one or more DRG's.

Areas of concern continue to be that severity of illness is not ap-
propriately accounted for in DRG's, and small or rural hospitals
are continuing to experience losses on DRG's. Of the comments re-
ceived concerning discharge policies, 43 percent reported that there
was pressure to discharge patients early, and 32 percent reported
that policies have changed for the better.

In a separate survey of physicians recently conducted by the
AMA, 40 percent of those physicians surveyed reported that they
have discharged Medicare patients from hospitals earlier than they
had before the implementation of DRG's. Of this 40 percent who
stated that they have discharged patients earlier under the DRG

stem, 39 percent of those physicians reported that the earlier dis-
charges have worsened the health status of their patients.

In addition to the collection of this type of survey data, the AMA
is currently working with Johns Hopkns University to develop a
series of research proposals that could result in a multifaceted
study of the long-term effects of the PPS on the quality of health
care for Medicare beneficiaries.

S. 2331, introduced by Senator Heinz, contains a number of pro-
visioffs that are intended to address many of the quality of care
problems created by the PPS. The AMA supports the goals of S.
2331 and many of the bill s provisions.

Specifically, we strongly support requiring the Secretary of HHS
to develop a legislative proposal that would refime the PPS to
better account for severity of illness and case complexity, studying
the needs for a separate payment to hospitals for continued inpa-
tient stays necessitated by delays in beneficiary placement in a-
propriate extended care facilities, and requiring hospitals to estab-
lish a discharge planning process that meets appropriate guidelines
and standards.

In conclusion, the AMA is concerned about the potential for the
deterioration in the quality of health care available in this country.
Our concerns are heightened by the fact that Medicare has repeat-
edly been targeted for cuts, freezes, and major program modifica-
tions in the budget process.

Mr. Chairman, in the interest of the elderly patients of this coun-
try, I am compelled to place squarely before the committee a grow-
ing concern among our physicians who treat Medicare patients.
While physicians have been trained to be advocates for and protec-
tors of their patients' health, physicians are increasingly being
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pushed into the uncomfortable position of being the advocate for
and the protector of the Federal budget. Physicians who err on the
side of patient advocacy are at minimum subject to challenge and
at worst they are subject to severe sanctions. Physicians generally
have resisted the mounting pressures to discharge patients prema-
turely. However, we are deeply concerned over the application of
such pressure, particularly in cases where the need for continued
hospitalization is not clear cut.

In such cases, we believe that physicians should err on the side
of the patient, without fear of recrimination or penalty. We hope
there will be a return to support back for strengthening the physi-
cian advocacy role for the patient and for removing the compromis-
ing climate and adversarial relationship that today surrounds this
relationship.

Thank you.
Senator DURENBERGER. Thank you, Dr. Rogers. Andy Webber.
[The prepared written statement of Dr. Rogers follows:]
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STAT VNT_

of the

AMERICAN MEDICAL ASSOCIATION

to the

Subcounittee on Health
Committee on Finance
United States Senate

RE: Quality of Care Under Medicare's
Prospective Priciug System

June 3, 1986

Mr. (aiman and Members of the Committee:

My name is Harrison L. Rogers, M.D., and I an President of the

American Medical Association. We are pleased to have this opportunity to

share our concerns over the increasing reality of Medicare beneficiaries

leaving our nation's hospitals while still in need of acute care. We

will also express our views concerning S. 2331, the "Medicare Quality

Protection Act of 1986."

Mr. Chairman, the creation of the Medicare program represented a

commitment to the elderly that this nation would assure them access to,

and meet the major part of the cost of, high quality health services. To

a large extent that promise has been met. The years since tte enactment

of Medicare havq seen tremendous improvement in not only access to high

quality health care but also in the health status of the covered
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population. One of the major reasons for this result has been the

ability of the elderly to receive care in the same mainstream fashion as

other individuals. We want these gains to continue.

The American Medical Association is deeply concerned about the impact

of changes in the Medicare program on the ability of physicians and

hospitals to assure the continued availability of high quality health

care services for the Medicare population. We are concerned in

particular that the prospective pricing system (PPS) may be a step back

from the gains of the past twenty years. The combination of the

incentives for skimping on care that are inherent in the PPS and the fact

that hospital reimbursement under this system routinely has been scaled

back even prior to full implementation of the system points to increasing

pressures to turn Medicare beneficiaries out of hospitals at a quicker

rate with all of the problems attendant to premature hospital discharge.

Since 1980, the Medicare program has been subjected to a continuing

series of cuts and modifications that have caused considerable stress and

anxiety over the ability of the program to meet the needs of its covered

population. Each budget brings a new series of proposals to reduce

Medicare expenditures, and this has been compounded even further by the

addition of the Gramm-Rudman-Hoflings reductions that are currently

cutting back on Medicare reimbursements. There is an atmosphere of

constant change and lack of stability In the Medicare program that is a

serious threat for the 30 million program beneficiaries.
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The AlA's DEG onitoring Project

The American Medical Association initiated its DRG Monitoring Project

in June 1984 to determine how PPS may affect the quality of patient

care. As of May 15, 1986, 443 written responses representing

appronmtely 8050 physicians have been received. Comments were provided

by physicians in almost every state, representing over 20 different

medical specialties, teaching and nonteaching institutions, and urban and

rural areas. A majority of the responses were received from chiefs of

medical staffs who incorporated the comments of their entire medical

staffs. Several chiefs of staffs conducted their own surveys and

forwarded the results to the DRG Monitoring Project. (The December 1985

Report on the DRG Monitoring Project and the Prospective Pricing Syctem

is attached to this statement as Appendix A.) These responses can be

summarized as follows:

o Of the comments received concerning quality of care, 66% stated
that the quality had deteriorated. Concerns have related to
early discharges, limitations on laboratory tests and hospital
stays in which a second patient condition or complication
requires treatment.

o Of the comments received concerning the cost of care, 85%
reported that reimbursement in their hospitals was inadequate for
one or more DRGe. Areas of concern continue to be that severity
of illness is-not appropriately accounted for in DRGs, small or
rural hospitals are continuing to experience losses on DRCs, and
reimbursement is inadequate for some DRGs.

o Of the comments received regarding length of stay (LOS), 65%
stated that LOS had decreased under PPS. An additional 25%
questioned the appropriateness of LOS for certain DRGs.

o Of the comments received concerning discharge policies, 43%
reported that there was pressure to discharge patients early, and
32% reported that policies had changed for the better.

o Of the comments received addressing administrative relations, 42Z
reported a deterioration in administration/physician relations,
and 28% reported an improvement in such relations.
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Mr. Chairman, the Monitoring Project helps to focus attention to the

potential problem areas in the PPS. However, statistics pale in

comparison with the actual statements we have received from physicians on

how the PPS is affecting the care of their patients. The following are

excerpts from submissions to the DRG Monitoring Projects

" Our hospital has a good outpatient nursing care service, and we
seem to have gotten by with sending patients home earlier without
too much trouble, except for one of my recent patients. This was
a 75-year old lady with chronic lymphatic leukemia, diabetes, and
hypertension which is difficult to control, who unfortunately
developed severe herpes zoster of the face and tongue and was
unable to eat. We were pushed into sending her home. Despite
visiting nurses, she did not eat and drink enough liquids and
became dehydrated, and had to be re-admitted three days later.
It would have been better for the patient had we just kept her in
the hospital."

" (The PPS) has affected relations among administrators and
physicians, since physicians are being told they cannot maintain
patients in the hospital at a stay longer than what the hospital
is able to afford even if the patient should still be in the
hospital, but the hospital cannot afford this. It is creating
stress between administrators and physicians and between
physicians and utilization review physicians."

o "There is no question that during the medical staff meetings, the
administration ia no longer concerned about the welfare of the
patient. The only concern that we ever discuss in staff
meetings, much to my objection, is the economics of the patients."

" "This program is having definitely negative impact on health care
delivery. We have hospital administration telling us to treat
one medical problem at a time: clearly contrary to our training
to treat the total health problems of the patient in the most
efficient manner. We are under unsubtle pressure to cut days and
utilization of services: clearly a compromise of our right to
exercise our best medical judgment.

Already I am experiencing the distressing problem of pushing a
patient out just a little earlier than I would like to, only to
have them experience an exacerbation of difficulty requiring
readmission."

o "I think the handwriting is on the wall, however, that hospitals
will keep "physician profiles" and from these may eventually
determine that it is not profitable to keep certain physicians on
the medical staffs."
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0 Our administrator has initiated a system of yellow and red
stickers to be placed on the charts as the agic allotted figure
nears consumption. It is very disconcerting to see these
stickers on charts of patients who are critically ill and
recently post-op. It's distressing that we are forced to live
with a system that is so rigid that no allowance is made for
complicating factors. The very idea that each disease-can be
standardized in each patient is preposterous."

o "1 have been taught (by the hospitals) to rearrange and sake the
diagnoses with the highest weights listed down first. This did
not matter much before the D&Gs. There is now more paperwork,
time lost in reviewing the chart and cost in implementing and
overseeing the program. Many of the small things that I never
placed before the DRG times, I have to place them now amongst the
diagnoses to increase the weight and multiplier. Thus to justify
the stay!"

We are concerned that examples like these represent only the tip of

an iceberg -- initial symptoms of what could prove to be a massive

problem with the PPS. We are concerned that further squeezes on Medicare

reimbursement will only increase these situations to the point where they

are no longer isolated instances of system failure.

Future Studies on the qualtt of Care in PP Hospitals

The AM& will continue to monitor the effects of the PPS through the

DW Monitoring Project and through the use of surveys. As part of the

Association's 1985 Socioeconomic Monitoring System survey of physicians,

questions were posed relating to readmissions, early discharges, and

reductions in medical services because of the PPS. The survey results

are as follows:

o Readmissions - Since the implementation of DRGs, 9.3 percent of
the physicians stated that the average number of their Medicare
patient readmissions had increased, while 6.8 percent of the
physicians reported a decrease in readmissions. The remaining
83.9 percent of the physicians reported that the average number
of their Medicare patient readmissions had not been affected.
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During their most recent complete mouth of practice, 34.6 percent
of the physicians readmitted one or more Medicare patients for a
complication or continuation of an illness, while 9.9 percent of
the physicians readmitted five or more patients. The remaining
65.4 percent of the physicians did not readmit any of their
Medicare patients for a complication or continuation of an
illnes s.

o arly Discharges - 40 percent of the physicians reported that
thy have discharged Medicare patients from hospitals earlier
than they had before the implementation of DRIs. 59.6 percent of
the physicians stated that they are discharging Medicare patients
at the sane time, while 0.4 percent of the physicians reported
that their patients are being discharged later than before.

Of the 40 percent of the physicians who stated that they have
discharged Medicare patients from the hospital earlier under the
DRO system, 39.2 percent of these physicians reported that the
earlier discharges have worsened the health status of their
patients, while only 0.5 percent of the physicians stated that
their patients' health status improved due to the earlier
discharges.

" Reductions in Medical Services - 21.8 percent of the physicians
reported that their hospitals had responded to the PPS by
implementing programs to reduce the number of medical services
provided to Medicare inpatients.

Of the 21.8 percent of the physicians who reported that their
hospitals had implemented such programs, 39.2 reported that some
of the reductions in medical services were in intensive care
usage.

In addition to the collection of this type of survey data, the AMA

currently is working with Johns Hopkins University to develop a series of

-research proposals that could result in a multi-faceted study of the

long-term effects of the PPS on the quality of health care for Medicare

beneficiaries. The stated objective for this project is to 'assess

various impacts of the Medicare prospective payment system on the quality

and utilization of health care using a variety of case mix methods." We

are still seeking funding for this important project.
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S. 2331 - Medicare qualUty Protection Act of 1986

S. 2331 contains a number of provisions that are intended to address

many of the quality of care problems created by the PPS. The AMA

supports the goals of S. 2331 and suay of its provisions. Specifically,

we strongly support requiring the Secretary of Health and Human jiarvices

to develop a legislative proposal which would refine the PPS to better

account for variations in severity of Illness and case complexity. Such

a modification would result In sore equitable hospital payments and

thereby reduce the pressure on physicians to discharge patients

prematurely.

The AMA also strongly supports a study of the need for a separate

payment to hospitals for continued inpatient stay necessitated by delays

in obtaining placement of beneficiaries in appropriate post-hospital

extended care facilities. Such a payment would be appropriate to help

ensure that patients can be properly cared for until post-hospital care

becomes available.

In addition, we support the provision that would require hospitals,

as a Medicare condition of participation, to establish a discharge

planning process that meets appropriate guidelines and standards. This

provision recognizes that discharge planning is a key element in

providing quality patient care.

The AM believes, however, that some of the provisions of S. 2331

need modification in order to ensure that the Interests of Medicare

beneficiaries, physicians and hospitals are adequately safeguarded.

Our detailed comments concerning S. 2331 are included as Appendix 8

to our statement.
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Conclusion

Mr. Chairman, the AMA is concecned about the potential fun-

deterioration in the quality of health care available in this country.

Our concerns are heightened by the fact that Medicare has repeatedly been

targeted for cuts, freezes and major program modifications in the budget

process. We strongly believe that the Medicare program must be allowed

to operate in a rational manner to assure the availability of a quality

health care system for the growing numbers of elderly Americana.

Mr. Chairman, in the interests of the elderly patients of this

country, I am compelled to place squarely before this Committee a growing

concern among the nation's physicians who treat Medicare patients. While

physicians have been trained to be advocates for and protectors of their

patients' health, physicians are increasingly being pushed into the

uncomfortable and objectionable role of being the advocate for and the

protector of the federal budget. Physicians who err on the side of

patient advocacy are, at a minimum, subject to challenge; at worst, they

are subject to severe sanctions.

To date, physicians have resisted the mounting pressures to discharge

patients prematurely. However, we remain deeply concerned particularly

regarding cases in which continued hospitalization is not clearcut. In

such cases, we believe the physician should err on the side of the

patient without fear of recrimination or penalty.

We hope there will be a return to support by the Congress for

strengthening the physician advocacy role for the patient and remove the

comproaisibg climate that surrounds the patient care setting. If
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Congreas continues to use Medicare as a primary focus of domestic budget

savings, it will emphasize the point that cost concerns dictate the

avstl bility of health and medical services for the elderly.

2 580 p
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AP"UIX A

U2FR1T OF THE IANLD OF TRUSTUS

Report: I
(1-65)

Subject: AM' s DIG onltoring Project and
the Prospective Pricing System

Presented by: V1.L1am S. Hotchkiss, M.D., Chairman

Referred to& Rat rece Cooitte G
(a L. Calhoon, .D., Chairma)

I At the 1984 Interim Meeting, the House of Delegates adopted Board of
2 Trustees Report FF which contained early responses to the AMA's DG
3 MonLtoring Project. Report FF outlined not only major physician
4 concerns, but also contained an update on the Prospective PrLclng System
5 (PPS), and identifLed some of the Asociations activities in this area.
6
7 The foU.owing report is intended to provide the House of Dolegates
8 with an updated discussion of che impact of the PPS based upon responses
9 received by the DRO Moultoring Project through August 31, 1985. A

10 sumary of the currt status and changes in the PS5 are also included,
U
2 ?RM STIU OF 11P

14 MMeiltl Affected
L3
16 All hospitals which vere expected to operate under PPS are now doing
17 so. This represents a total of 5,405 or 81 percent of all hospitals
18 participating in the Medicare program. The remain g 1,246 or
19 approximately 19 percent of the hospitals participating in Medicare are
20 exempted from the PS. These include:
21

22 . 555 Short-stay hospitals in waivcaed states
23 * 464 Psychiatric hospitals
24 . 86 Long-term care hospitals
25 0 63 Iehabilitation hospitals
26 . 49 Chldren' s hospitals
27 . 27 Alcohol/drug hospitals
28
29 In addition, 762 psychiatric units, 373 rehabilitation units and 314
30 alcohol/drug treatment units In acute care hospitals are currently
31 exempted from the system.

Past Souse Action: 1-84:154-161; A-84:342,344,.348; 1-83:200-201;
A-83:109-111,195-202,317-318;1-82:35-40,281;
A-80:178-181
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I Sossital AdWissioss
2

3 According to the August 1285 Health Care Financtng Administration
4 (HCFA) Background Paper, there were approximately 6.5 million Medicare
5 short-stay hospital admissions from October 1, 1984 through April 30,
6 1985. This represents a decrease of 5.4 percent for the sme period in
7 fiacl year (FT) 1984.
S

9 The Professional Standards Review Organizations (PS1O) and the Peer
10 1*ev Organizations (Mfo) have continued to examine a percentage of
Ui Medicare hoepitaL admissions and discharges. As of Kay 31, 1985, 32
12 percent of all PPS admissions have been reviewed, resulting in the denial
13 of payment of 2.6 percent of the reviewed admissions. In FY 1984, 32
14 percent of all PPS dasslons were also reviewed. Payment was denied for
15 2.8 percent of those reviewed admissions.
16
17 lAth of Stay
18

19 From October 1, 1984, through April 30, 1985, the average length of
20 etay (LOS) for Medicare patients in PPS short-stay hospitals was 7.7
21 days, which is slightly higher than the 7.6 days for the same period in
22 FT 1984. The average LOS forlhedicare patients in all abort-stay
23 hospitals, including exempted hospitals, was 9.0 days in FY 1984. In
24 addition, HCFA notes that comparisons between FY 1984 and FY 1985 are
25 difficult because of the geographic variation of PPS phase-in during FY
26 1984 and a lack of a complete year's worth of date in FY 1985.
27
28 Ten Net CoSMon Gs
29
30 Table 1 presents the ten sot common diagnosis related groupings Into
31 which discharges have been classified through July 28, 1985, as reported
32 by HCFA. These "top ten" DoGs have accounted for 29 percent of all PPS
33 discharges during the current fiscal year. As can be noted in Table 1,
34 there is a year-to-year fluctuation in DRG ranks. For example, while DIG
35 96 (Bronchitis and Asthma) moved from twelfth place in FY 1984 to sixth
36 place in FY 1985, DIG 39 (Lens Procedures) dropped froe third place in FT
37 1984 to eleventh place in F 1985.
38
39 cAm=U5 IN TIM MTS
40
41 HCFA has continued to receive recomnendatious for PPS modifications
42 from the ANA and other health care organizations. Based on these
43 recommendations and due to experiences with the system, UCFA was expected
44 to implement the folloving changes, effective October 1, 1985.
45
46 Payment Rates
47
48 In analyzing the combined effect of the forecasted increase in the
49 hospital market basket, the proposed composite factor, and the proposed
50 composite policy target adjustment factor, HCFA concluded that the FY 1986
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1 payme t level should be 4.42X below the existing payment level. However,
2 in its scheduled PPS rule change, HCFA will set the FY 1986 standardized
3 payment rates at the same level " the FT 198S payment rates.
4
5 Bosylgas Affected
6
7 The states of Massachusetts and New York vill not seek renewal of
8 their waivers which currently exclude them froe the Medicare PPS.
9 Effective October 1, 1985, Massachusetts will be included in the PPS, as

10 vill Hew York, affective anusvy 1, 1986.

12 TALE I
13 PWOSPCTIVE PAYMENT SYSTEM NONITORIG
14 TE MOST (0XtOV DeGs
1.5 October 1, 1984 through July 28, 1985
16
17
18 FY85 M84 DG Percent of
19 lank Rank o0. Description .. scharles Discharges
20 *
21 1 1 127 leart Failure and Shock 210,720 5.2
22 2 6 089 Simple Pneumonia and
23 Pleurisy 163,987 4.1
24 3 5 140 Angina Pectoris 134,623 3.3
2.5 4 2 182 Esophagitis, Gastroeanteritis, 33,011 3.3
26 Misc. Digestive Disorders
27 5 4 014 Specific Cerebrovaculor
28 Disorders 126,148 3.1
29 6 12 096 Bronchitis and Asthma 89,829 2.2
30 7 8 138 Cardiac Arrhythaia &
31 Conduction Disorders 85,769 2.1
32 8 10 296 Nutritional and Misc. 81,887 2.0
33 Metabolic Disorders
34 9 9 088 (bromicObstructive
35 Pulamnaro y Digsase 74,910 1.9
36 10 7 243 MedLcal Back Problems 71,866 1.8
37
38 SO.CI: Health Care Financing Adnistration
39
40 D Recla.sificatioas
41
42 HCFA was expected to implement the following DIG changes
43 effective October 1, 1985:
44

45 0 bllateral Joint Procedures - In the first DIG Monitoring
46 Project Report, the Board of Trustees reported that many
47 physicians were concerned with inadequate reimbursement for
48 bilateral knee and hip replacements which were classified
49 under DIG 209 (Kajor Joint Procedures). HCF& has created
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1 DIG 471 (Bilateral or Multiple Major Joint Procedures of the
2 lower Extremity) to encoupass certain combinations of major
3 Joint procedures within DWG 209 that may be performed during the
4 sam hospital stay. Any bilateral knee snd/or hip replacements
5 that are performed during the same hospital stay wtll now be
6 assigned to DIG 471. In general, payments for these procedures
7 wil l be increase under DiG 47.
8 0
9 S Kidney Transplantu for Diabetic Patients- Diabetic

10 patients with end stage reuai. disease (SIUD) who receive
LL kidney trnaplants are currently classified into DIG 468
12 (Unrelated 0.1. Procedures). However, according to HCA,
13 since these patients required the clinical services and
14 resources described for DRG 302 (Kidney Transplant),
15 diabetic D.SD patients who receive kidney transplants will
16 now be-rlassified into DIG 302. In general, payments for
17 kidney transplants will be increased under this
18 reclassification.
19
20 . Alcohol and Drug Abuse DRGs - According to HCFA, the
21 content and relative weights of DIGs 433-437 have been
22 revised and recalibrated to accurately account for
23 resources utilized in these DIGo. OCTA believes that these
24 DIGs will. provide & better means of distinguishing the
25 cases in which substance abuse results in hospitalization
26 *nd cues in which substance abuse requires both
27 detozLfication and rehabilitation care. The substance
28 abuse cases will now be classified into the following DRGs:
29
30 -DIG 433 - Substance Use and Substance
31 Induced Organic Medical Disorders, Left
32 Aainst Medical Advice.
33
34 -DRG 434 - Substance Abue,
35 - Intoxication, or Induced Mental Syndrome
36 Except Dependence.
37
38 -DIG 435 - Substance Dependence,
39 Detoxification and/or other Symptomatic
40 Treatment.
41
42 -D1G 436 - Substance Dependence,
43 Rehabilitation Therapy.
44
45 -DRG 437 - Substance Dependence,
46 Combined Rehabilitation and
47 Detoxification, Therapy.
48
49 At this time, any changes in payments under revised DRGs 433-437
50 cannot be estimated.
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I lecalibration of MIG Weight.
2
3 The DRG relative veights currently used by the PPS are based on 1981
4 hospital operating cost ir.forsation and data. For FY 1986, HCFA has
5 recalibrated the DRG velghts utilizing actual charge data set forth In
6 the FY 1964 data set. besides being more recent, this data was derived
7 from 100 percent of FT 1984 Medicare hospital discharges, compared to the
8 F 1981 data which consisted of a 20 percent sample of Part & inpatient
9 hospital bills.
10
11 In addition, many physicians have raised concerns that reimbursement
12 paym ets are not adequate for cardiac pacemaker implantations (DFGa
13 1.15-118), intraocular leas procedures (DUG 39), and infective
14 endocarditis (DUG 126). While HCFA has not selectively revised these
15 DUGs, they have recalibrated the relative heights based on the FY 1984
16 data. Except for DIG 117, the relative weights for all the above DKGs
17 will increase in FY 1986.
i8
19 Outliers
20
21 The PPS haa continued to authorize additional payments for atypical
22 or 'outlier cases, which are defined as cases involving an unusually
23 long Xeogtb of stay (day outlier) or cases in which the costs are
24 substantially above the DRG rate (cost outlier). Scheduled HCFA
25 modifications for all DRGs include increasing the threshold for cost
26 outliers from $13,000 to $13,500 and decreasing the length of stay
27 outlier criteria from 22 to 17 days.
28
29 MtG NOflTO8DIG PROJ=Ct
30

31 larpoo
32
33 -he AMA's DIG Monitoring Project was designed as an information
34 assessment activity to elicit reactions and comments from physicians on
35 the impact of the PPS in their hospitals, and to identify "problem" areas
36 that say necessitate further study. The information obtained from the
37 project has been, and continues to be, instrumental in developing
38 congressional testimony, formulating policy and seeking modifications in
39 the PPS, and providing input into scientific studies.
40
41 invmntatioa
42
43 The DIG Monitoring Project was implemented in June 1984. During the
44 past 16 months, the AM has elicited physician responses through letters
45 written to the chiefs of medical staffs in all U.S. hospitals on the PPS,
46 and through advertisements in AN News and JAMA. Several state medical
47 associations, national medical specialty societies, and hospital medical
48 staffs have also promoted the project through their newsletters.
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1 status
2
3 As of August 31, 1985, 389 written responses representing
4 approximately 7800 physicians have been received by the 4AM. Coments
5 were provided by physicians in 40 states, 20 different medical
6 specialties, teaching and outeaching institutions, and urban and rural
I areas. A majority of the response were received froe chiefs of medical
8 staffs who incorporated the comments of their entire medical staffts.
9 Several chiefs of staffs conducted their own surveys and forwarded the

10 results to the DAG Montoring Project.
Ii
12 The majority of responses presented views on several issues and a
13 number contained detailed supporting documentation. The areas of mest
14 common concern wares
1S
16 . Quality of care
17 e Costs of care
18 . LAngth of stay
19 0 Adalssion/discharge policies
20 • Administrative relations
21
22 A sumsary of these categories is presented below.
23
24 QUty of Cae
25
26 Of the comments received concerning quality of care, 66 percent
27 stated that the quality had deteriorated, while 34 percent stated that
28 the quality had either improved or remained the same.
29
30 One major concern encountered by many physicians involves hospital
31 stays in which a second patient condition or complication also requires
32 treatment. Some physicians reported that they have been discouraged froe
33 providing isediate treatment for a second condition, because the
34 hospital may not receive additional reimbursement for a second procedure.
35
36 Some physicians also expressed concerns over the effect that early
37 diseharges say have on the health care of patients. Many physicians face
38 the dilema of either prolonging their patients' length of stay, or
39 discharging them to alternative health care facilities. According to one
40 respondent:
41
42 a number of patients we have bad have been forced in a
43 certain respect to go into (an alternative health care
44 facility) from the hospital because they have not been able
45 -to go home yet and should have remained In the hospital,
46 but could not because of marked overextenaion of thei:
47 health care costs. I do feel soea of these patients are
48 receiving a lesser quality of care than other patients."
49
50 Another concern involved administrative 'pressure* to place .imi-
51 tations on laboratory tests and procedures. Many physicians reported
52 that quality of care say be affected by a decrease in the use of
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I laboratory tests necessary for proper diagnosis. in the words of one
2 respondent:
3
4 *Eventually the quality issue will focus on
5 underutilization of the necessities of care by all
6 providers (physicians and hospitals) versus the
7 overutilization of the past."
8
9 Cost of Care

10
U Of the comments received regarding the cost of care, 85 percent
12 reported that reimbursement to their hospitals was inadequate for
L3 one or *ore DRGs. Fifteen percent of the comments stated that
14 either the hospital has not lost money through ORG reimbursement, or
15 the hopital was able to bring costs in line with reimbursement.
16 Major areas of concern continue to be that: (1) severity of ilness
17 is not appropriately accounted for in DRGs; (2) small or rural
18 hospitals are continuing to experience losses on DKGs; (3) bilateral
19 hip and knee replacements have the same reimbursement as unllateral
20 procedures; and (4) reimbursement is inadequate for cardiac
21 pacemakers, lena procedures, and treatment for infective
22 endocarditis.
23
24 Leath of Stay
25
26 Of the commute received regarding length of stay (LOS), 65
27 percent of the respondents stated that LOS had decreased under the
28 PPS, while 10 percent said that there had been no change in LOS.
29 The remaining 25 percent of the respondents did not acknowledge a
30 change in LOS. but questioned the appropriateness of LOS for certain
31 DRG.. Some of these include:
32
33 0 DRG 8 (Surgery on Cranial Herveu, over age 70 - mean LOS of 4.1
34 days)
35 . DIG U (Nervous System Neoplasms, under age 70 - mean LOS of 8.5
36 days)
37 . DG 29 (Traumatic Stupor plus Coma, one-hour - mean LOS of 3.8
38 days)
39
40 Admission/Disctarzie Policies
41
42 Of the comments received concerning admission and discharge policies,
43 43 percent reported that there was pressure to discharge patients early.,
44 32 percent stated that policies had changed for the better, and the
45 remaining 25 percent stated that they have not noticed a change in
46 hospital discharge policies.
47
48 The presumed reason behind early discharges involves keeping the LOS
49 at the mean LOS for most DRGs, thus enabling the hospital to maintain
50 'break even" reimbursement. While some physicians have reported
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I favorable influences by emphasizing preadmission testing and discharges
2 to home care, others have questioned the quality of care when patients
3 are discharged early to alternative health care facilities.
4
5 Adainstrative Laations
6
7 Of the letters received addressing administrative relations, 42
8 percent reported a deterioration in administration-physician relations,
9 30 percent reported no change, and 28 percent reported an improvement in

10 relations. The negative comments related to administrative "pressures"
LI to shorten LOS through early discharges; to delay treatment of secondary
12 conditions or complications; to decrease the utilization of some
13 laboratory tests; and to perform some procedures on an outpatient basis
14 regardless of patient age and mobility. The positive comments related
15 administrative efforts to develop medical education programs and
16 Literature on DRGs; to provide physicians with cost of treatment records
17 comparing individwtl averages to medical staff averages; and to develop
18 DRG committees comprised of physicians, administrators and ancillary
19 hospital personnel.
20
21 Stary of Key findings
22
23 The OG Mouitoring 'roJect has continued to receive both positive and
24 negative conents regarding the impact of the PPS an patients, hospitals
25 and physicians. The areas which respondents identified as requiring
26 further study include:
27
28 * The concern for deteriorating quality of care due to early
29 discharges, limitations on laboratory tests, and hospital
30 stays in which a second patient condition or complication
31 requires treatment.
32
33 0 The failure of DRGs to account for the severity of illness
34 of individual patients.
35
36 * The continued financial risks faced by small and rural
37 hospitals.
38
39 * The average LOS continues to be questioned for specific
40 DiGs, such as traumatic stupor plus coma, surgery on
41 cranial nerves, and nervous system neoplasms.
42
43 Positive comments have noted some instances in which costs have been
44 cut and quality of care retained through the use of outpatient treatment,
45 preadmission testing and discharges to home health care. Other comets
46 have reported a positive effect that the PPS has had on Improving

commnication between administrators and physicians.
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1 FUTIL ACTIVITIU ISo OX Tog DIG MONITOIUDG 1OJG
2
3 The DA monitoring Project viii be an ongoing activity throughout
4 the fina year of the PPS phase-in. The Board of Trustees urges
5 physicians to continue to report their experiences to the folloving
6 address:
7
8 Aft's DIG Monitoring Project
9 Department of Health Care Resources
10 P.O. Box 10947
L Chicago, Illinois 60610
12
13 The information vill be used to:
14
15 . identify the particular problem areas vbLch have been, and
16 vill continue to be, forvarded to HCFA, utilized in
L7 congressional testimony, etc.
18
19 . Provide background information for a proposed joint
20 AM-John Hopk ins University study of the long-term effects
21 of the PPS on the quality of health care for Hedicare
22 beneficiaries.
23
24 0 Aid in the continued development of policy initiatives and
25 programs for physicians and patients.
26
27 The Board of Trustees vui report to the House of Delegates on future
28 DIG Monitoring Project findings.
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Appendix B

Detailed Coments Concerning S. 2331,
"Medicare Quality Protection Act of 1986"

Refinement of the Prospective Pricing Systes - The
Secretary of Health and Human Services (Secretary)
would be required to develop and submit to Congress
by January 1, 1988, a legislative proposal to refine
the PPS to better account for variations in severity
of illness and case complexity.

The AMA strongly supports this provision. Adjustments to the PPS to

reflect complexity and severity should result in more equitable hospital

payments and provide relief to hospitals that attract a large percentage

of severely ill patients. Such a modification would moderate pressuzs

on hospitals to underprovide services and hospital pressures on

physicians to discharge patients prematurely.

Requirix8 Notice of Hospital Discharge Rights - Soon
after admission, hospitals would be required to
provide Medicare beneficiaries with a detailed
written statement of their rights with regard to
hospital and post-hospital care including their right
to appeal a hospital notice denying benefits for
continued inpatient services.

Providing Medicare beneficiaries with a notice would inform them of

their rights resulting in greater participation in responsibility for

patient care and treatment decisions.

PRO Review of Hospital Denial Notices - This
provision would authorize peer review organizations
(PROs) to review cases where the patient disagrees
with a determination made by both the hospital and
the patient's physician that the patient no longer
needs to be hospitalized. If a patient requests PRO
review within one day of receiving the notice of
denial of continued stay, the hospital would be
prohibited from charging the patient for the first
three days after receipt of the notice. (Current law
aflows charges to begin after two days.) The PRO
would be required to provide notice of its decision
to the patient within two calendar days.
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This provision addresses the situation that arises under existing

regulations in which beneficiaries may be liable for at least one day of

hospital cost if they, in good faith, appeal a hospital denial notice and

lose. Patients should not be financially penalized if they in good faith

appeal a hospital denial notice and lose. However, we are concerned that

this provision could unfairly subject hospitals to financial losses in

cases in which the PRO decides that the denial notice was appropriate.

As a result, we recommend that the bill be amended to provide for a

special outlier payment for hospitals in cases in which a beneficiary

loses an appeal of a denial notice and is not charged for the additional

days.

Prohibition of Certain Physician Incentive Plans -
Hospital incentive plans that involve payments,
directly or indirectly, to physicians for meeting
specific length-of-stay or per-case cost targets for
individual patients would be prohibited. Physicians
and hospitals that violate the prohibition would be
subject to civil monetary penalties.

The AM supports the intent of this provision. Plans that provide

financial incentives to underprovide services are unethical and should be

prohibited. We are concerned, however, that this provision is overly

broad and could be interpreted to apply to certain legitimate practices

designed to promote efficient utilization of hospital and other health

care services. For example, we doubt that the intent of this provision

is to prohibit HMOs from distributing profits attained through a low

hospital utilization rate. While such a plan is based on aggregate

savings, the savings are generated on a patient-by-patient basis. We

suggest that this provision be clarified to address this concern.
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Review of 2uality Assurance Standards - The Secretary
would be required to study the adequacy of the
quality assurance standards used for hospitals for
purposes of meeting the Medicare conditions of
part icipat ion.

The AMA believes that a study should be conducted to determine

whether hospital quality assurance standards are appropriate given the

advent of the PPS. Such a study should be done through the Joint

Commission on Accreditation of Hospitals (JCA). The use of JCAH would

ensure that the experience of the medical and hospital communities is

utilized in the study and revision process.

Administratively Necessary Days - The Secretary would
be required to study the need for a separate payment
to hospitals (in addition to the basic prospective
payment amount) for continued inpatient stay
necessitated by delays in obtaining placement of
beneficiaries in appropriate post-hospital extended
care facilities.

We strongly support this provision. An extra payment to hospitals

for administratively necessary days would be appropriate to help ensure

that patients receive approp.-Aate care until less costly but appropriate

care becomes available.

Discharge Elanning Requirement - Hospitals would be
required, as a Medicare condition of participation,
to establish a discharge planning process that meets
guidelines and standards established by the Secretary.

The AMA supports this provision. Discharge planning is an important

element in providing quality patient care.

Waiver of Liability - The favorable presumption of
waiver of liability for skilled nursing facilities
and home health agencies would be continued if
specified conditions are satisfied. The favorable
presumption could be rebutted by actual or imputed
knowledge of certain factors.
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Without the favorable presumption, skilled nursing facilities could

be reluctant to admit patients in cases in which it is not clear that

Medicare will provide coverage. We support this provision.

Exedited Review by Fiscal Intarmediaries - The
Secretary would be required to develop procedures to
expedite the handling and disposition of claims for
post-hospital extended care services and home health
services.

We support this provision and recommend that it be expanded to cover

all edLkare claims including hospital and physician services as well as

post--hospital services.

Provider Representation of Beneficiaries on Appeals -
Providers would be permitted to represent
beneficiaries on appeals.

The AMA has long supported allowing providers to represent bene-

ficiaries in their appeals of Medicare coverage decisions. We also urge

the Committee to adopt provisions to allow appeal of part B

determinations. Such a provision was unfortunately dropped from the 1985

budget reconciliation bill (P.L. 99-272) in conference.

Sharing of Confidential Information - PROs would,
upon request, be required to share confidential
information with national accrediting bodies and
state ombudsmen and other state protection and
advocacy officials. The PRO would be allowed to
share such information to the extent that it relates
to the quality of care furnished by a provider or
practitioner and if the PRO determines that the
Information may reflect a failure to provide quality
medical services.

The AM& opposes this provision because it would permit a PRO to share

confidential information before the PRO has conducted a complete

investigation oi a possible quality problem. In such cases, the

professional reputation of the practitioner or institution would be put

into severe Jeopardy without appropriate due process. We also believe
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that the appropriate state officials to receive confidential information

are the n.embers of state licensing boards, who have discipline authority

through state licensure laws.

Other Items of Concern

We believe that the following provisions of the bill should not be

adopted or need modification:

Requirigg PROs to spend a "reasonable proportion" of
their time reviewing quality - This provision would
imply that the majority of PRO activity is properly
directed at cost measures. While federal directives
have forced PROs to emphasize cost containment, we
believe PROs should focus virtually all of their
activities on quality assurance.

Requiring information on the quality of post-hospital
care in each annual PPS report - Information on the
quality of post-hospital care should be gathered by a
qualified private sector organization rather than by
the federal government.

Requiring PROs to review a sample of readmissions
that occur within 30 days of discharge - The new PRO
Scope of Work will require ROs to review all
readmissions that occur within 15 days of discharge.
It is currently optional for PROs to initiate
additional readmission reviews. We do not believe
that additional required reviews would be
cost-effective.

Requiring PROs to investigate all written complaints
about quality filed ! a beneficial - While PROs
should make every effort to Investigate written
coplaints, this requirement could prove to be
impossible to meet particularly without a substantial
increase in PRO funding.

Requiring PROs to have at least one consumer
representative on its board of directors - While many
PROs have a consumer representative on their board,
we do not believe this should be a requirement.

Requiring that a study be conducted to serve as the
basis for establishing a long-term strategy for
assuring and reviewing quality - The bill should
specify that such a study should be conducted by a
qualified private sector organization.
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STATEMENT OF ANDREW WEBBER, EXECUTIVE VICE PRESI-
DENT, AMERICAN MEDICAL PEER REVIEW ASSOCIATION,
WASHINGTON, DC
Mr. WEBBER. Thank you, Mr. Chairman. I am Andy Webber, ex-

ecutive vice president of the American Medical Peer Review Asso-
ciation. I am filling in today for Dr. Tom Dehn, AMPRA president,
who sends his regrets. He is out sick. I think the instability of the
PRO program might have transferred down to the individuals in-
volved.

Let me begin by thanking you, Mr. Chairman, and other mem-
bers of the committee, for holding this very important hearing
today on quality of care issues. It goes without saying that quality
of care has been at the forefront of AMPRA and its members' con-
cerns, and explains their commitment and involvement in medical
review activities. We are delighted that the issues of quality of care
have resurfaced again in the national health care policy debate,
and it is no surprise, given the incentives of the prospective pay-
ment system. But as you have heard today, the issues of quality
have always been before the Medicare 'Program, even absent the
new incentives of the prospective payment system.

It has been the observation of PRO's after 2 years of experience,
that for cases under their review, and as Senator Heinz has men-
tioned, PRO's are only looking at "a snapshot of care," that is, in-
patient care is generally good and that we have not seen consistent
patterns of compromised care; but as you will hear from Dr. Mon-
crief from California, and you have heard from Senator Heinz on
many occasions, we have uncovered both instances of premature
discharge and poor clinical management.

This identification of poor quality care coupled with the fiscal
pressures to reduce the Federal Medicare outlays is a strong reason
why we should commit ourselves to building a strong medical
review program. AMPRA believes that such an effort, one, should
be paid by the Federal Government; two, should be independent of
the providers that are being reviewed; three, should maintain an
element of local peer review; and, four, review the complete contin-
uum of care rather than just a fragmented element of care.

AMPRA's second point, Mr. Chairman, is that, together with
HCFA, we think we are making progress in building a comprehen-
sive quality assurance effort. Although anyone looking at the origi-
nal design of the PRO scope of work, I think, would agree that the
focus initially was on cost containment rather than quality assur-
ance, but happily with the new scope of work, we will be applying
generic discharge and quality screens; we are going to be expand-
ing our look at readmissions to 15 days from 7; we will start devel-
oping beneficiary outreach programs. And thanks to the new
COBRA provisions, we will be expanding our review into HMO's,
CMP's, ambulatory surgery, and potentially looking at skilled nurs-
ing facilities and home health agencies.

AMPRA would like to make the point that quality review is
more expensive. It is going to take more physician time. It is going
to take more nurse time. And it has been our observation in negoti-
ating for the second round of contracts with the Health Care Fi-
nancing Administration that they are offering the same or fewer
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dollars than they did in the original contract. So, we have concerns
about whether we have the necessary resources to really take on
that intensive look at quality of care.

Our third point, Mr. Chairman, is that we understand that Con-
gress is reluctant at times to get involved in program management
issues, but I feel compelled to speak outfor our membership and
say that, while there is instability in the program, some of it might
be caused by program management issues. We have been frustrat-
ed by frequent program instructions without timely contract modi-
fications. We have been frustrated by a very prescriptive review
plan, and at times, often rigid and unnecessary oversight by the
Health Care Financing Administration's regional offices. I know
the intent of your legislation, Mr. Chairman, was to create flexibil-
ity in the program and let PRO's innovate. And finally, we are
frustrated by the current evaluation of the program. You have
heard a lot about the poor performance of PRO's. We are here not
to say that every PRO is performing well, but we are here to
search for answers to two central questions. No. 1, what is the PRO
purpose? Is it cost containment? Is it quality assurance? Is it pros-
ecution of offending-providers? And second, what are the measure-
ment tools for PRO performance? Is it simply our ability to deny
payment? Are we simply going to count up denials and the number
of sanctions that we have as the measure of performance? Or are
we going to look at the ability of PRO's to prevent inappropriate
action or behavior from happening? We are in search for answers
to those questions.

Finally, we are in support of the Heinz-Stark bill. But as you
have heard today, beefing up the quality assurance effort doesn't
address the more central issue of creating benefits for long-term
care and postacute care. Thank you, Mr. Chairman.

Senator DURENBERGER. Thank you. Dr. Moncrief?.
[The prepared written statement of Dr. Dehn follows:]
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LEk vE SARY JF ItE AMERICAN MED!D.0A, PEER 4-dEa ASSOUATIluN

1. tHE AMERt ML CI-AL PET EV I Eoi ASSOC'2O0 , ,%PRA , REPRESEING PEE
KE~5 ~ w;, P'~s 'ND OT-iR P 1iY O AH DSE -'EAL ; WEsgL

ENTITItS, I oiiNtU vi THE iMPACT JF THE MED1LAkE PJSPE T:id Pf*wE1

uih Q UJL iy :. ARLi SERv;:ES TO TE ELDERLY MLST CIT BE , Sr.
A N E'£F r I T X RuC E T "E FEDEkAL DEFT.

2. AMPRA IS ENCOURAGED TO HEAR FROM ITS MEBE4 PROs AROUND IHE COUNTRY THAT,
FOR CASES UNUUR PRO REVIEW, THE QUALITY OF PATIENT CARE IN HOSPITALS IS
(iENERALLY GOOD, iITH NO EVIDENCE OF CONSISTENT PATTERNS OF COMPROMISED
CARE. PROs HAVE DETECTED INDIVIDUAL INSTANCES OF PREMATURE DISCHARGE AND
CLINICAL MISMANAGEMENT. THIS EVIDENCE OF SERIOUS HARM 10 PATIENTS COUPLED
WITH CONTINUED FISCAL PRESSURE 10 REDUCE DEFICITS SHOULD ONLY STRENGTHEN
THE PUBLIC'S RESOLVE TO BUILD A STRONG AND EFFECTIVE MEDICAL REVIEW
PROGRAM.

3. AMPRA BELIEiVE THAT THE HEALTH% CARE FINANCING ADMINISTRATION tHCFA) IS
MAKING PROGRESS TOWARDS DEVELOPING A COMPREHENSIVE REVIEW EFFORT. AMPRA
ENDORSES THE MANDATE FOR THE SECOND ROUND OF CONTRACTS THAT PROs REVIEW ALL
READMISSIONS WITHIN 15 DAYS OF DISCHARGE, APPLY A UNIFORM DISCHARGE AND
QUALITY SCREEN Tj EVERY RECORD UNDER REVIEW AND ESTABLISH A MEDICARE
BENEFICIARY OUTREACH PROGRAM. THIS WILL BETTER BALANCE THE UTILIZATION AND
QUALITY FOCjS Of PRO REVIEW AND HELP BUILD A COMPARABLE AND NATIONWIDE
BASELINE OF IDENTIFIED QUALITY CONCERNS. AMPRA'S ENTHUSIASM IS TEMPERED
BY THE RECOGN:Ts7N TAT QUALITY REVIEW AND BENEFICIARY COMMUNICATION IS
EXPENSIVE AND 'THE uFSEATIGN THAT PROS ARE BEING OFFERED FEWER DOLLARS
FROM HCFA FUR T'E SI ND ROLND OF CONTRACTS. CONGRESS MUST BE PREPARED TO
EXPLICITLY FUND qUA2.TY REVIEW AND ANY ADDITIONAL PRO ACTIVITIES THAT ARE
MANDATED BY W

4. THE FUTURE SUCCESS OF THE PRO PROGRAM IS DEPENDENT UPON SOUND AND-
CONSISTENT PROGRAM AND CONTRACT ADMINISTRATION, INCLUDING A FAIR EVALUATION
OF PRO PERFORMANCE. AMPRA BELIEVES THAT HCFA HAS FAILED TO MEET THESE
OBJECTIVES ADEQUATELY. NEW AND FREQUENT PROGRAM INSTRUCTIONS WITHOUT
FORMAL CONTRACT MODIFICATIONS, RIGID AND UNNECESSAR) OVERSIGHT BY HCFA
REGIONAL OFFICES THAT CANNOT DISTINGUISH BETWEEN MINOR AND MAJOR PRO
INFRACTIONS, AND THE ABSENCE OF A FORMAL EVALUATION PLAN CREATING
UNCERTAINTY AND INSTABILITY IN THE PRO COMMUNITY HIGHLIGHT AMPRA'S PRESENT
CONCERNS. CONGRESS COULD LEND HCFA NEEDED DIRECTION BY CLEARLY
ARTICULATING THE PURPOSE OF THE PRO PROGRAM IN STATUTORY LANGUAGE.

5. THE AMERICAN MEDICAL PEER REVIEW ASSOCIATION IS SUPPORTIVE OF THE MEDICARE
QUALITY ASSURANCE ACT OF 1986. THE ACT IS RESPONSIVE TO GROWING CONCERNS
REGARDING THE QUALITY OF PATIENT CARE AND WILL HELP RESTORE PUBLIC
CONFIDENCE IN THE MEDICARE PROGRAM. AMPRA BELIEVES, HOWEVER, THAT ANY
MEDICARE QUALITY ASSURANCE EFFORT WILL BE LIMITED BY THE PRESENT INADEQUACY
OF THE POST-ACUTE CARE BENEFIT AND THE ABSENCE OF A MEDICARE LONG TERM CARE
POLICY. NO QUALITY ASSURANCE SYSTEM CAN TAKE THE PLACE OF NEEDED BENEFIT
COVERAGE MADE MORE PRONOUNCED BY THE IMPACT OF MEDICARE PROSPECTIVE PAYMENT
(PPS). AMPRA URGES CONGRESS TO REDESIGN MEDICARE BENEFIT COVERAGE IN
RECOGNITION OF CHANGING PATIENT DEMANDS AND TO SERVE AS THE UNDERPINNINGS
OF A REALISTIC QUALITY ASSURANCE PROGRAM.

6. AMPRA IS GENERALLY SUPPORTIVE OF THE PRO RELATED PROVISIONS AS SPECIFIED IN
THE ACT. WE ARE CONCERNED, HOWEVER, WITH ANY EXPANSION OF PRO ACTIVITIES
WITHOUT A CORRESPONDING INCREASE IN PROGRAM DOLLARS.
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Mr. Chairman, I am Tiomas G. Oenn, M.D., President of the American Medical Peer

Review Association (AMPRA) and a practicinq physician from Milwaukee,

Wisconsin. AMPRA is the national association of physician-based medical review

entities and of the Peer Review Organizations (PROs) under contract to the

Medicare program. We appreciate the opportunity to participate in these

hearings and to renew our valuable and constructive relationship with this

Committee and with you, Senator Ourenberger.

Appearing before this Committee is for us a little like coming home. We are

very grateful for the support and confidence you and other members have

expressed for the peer review process and the critical role it plays in

maintaining and enhancing the quality of care available to beneficiaries of the

Medicare program. We recognize that these hearings represent a continuing

interest in the work of PROs and an opportunity to explore ways to strengthen

and expand our activities.

In recent months there has been considerable discussion of the effects of the

prospective payment system (PPS) on the quality of care rendered to Medicare

patients. You have been presented with reports from constituents suggesting

that Medicare patients have been discharged too quickly from hospitals. A

number of congressional hearings have been held at which witnesses have

commented on the lack of appropriate services for the post-acute patient. And,

you have seen reports concerning the decline in hospital admissions and the

increase in re-admissions to hospitals.

All of these sources of information reflect a growing concern that the new

financial incentives of the PPS may result in compromises in the quality of

care. We believe that attention to this subject is appropriate. Our ,newbers



320

are deeply involved in efforts to assess the quality and appropriateness of

care, and to identify and correct departures from recognized standards of

medical care. While we are prepared to acknowledge that some incidents of poor

quality or unnecessary care have occurred, we do not have the data to support a

conclusion that these breaches of quality are occurring more frequently than

under our previous payment arrangements.

What we are more certain about is the very dramatic and relatively rapid change

in medical practice, and the gaps in the post-hospital delivery system.

Innovations in technology and new diagnostic and therapeutic modalities in

combination with the new payment incentives are changing the ways we use

hospital services and supporting the growth of services outside of the hospital

setting. In many respects these changes have occurred more rapidly than our

capacity to inform and educate the public and our patients. Thus, some of the

anxiety and fear you may have seen is the result of changes in the way

physicians treat illness and injury.

PRCs and the Assessment of Quality

From the perspective of the PROs, we are still learning how to define and

measure quality in this changing environment. In fact, our focus and priority

as established in our original Scope of Work two years ago was on controlling

utilization of hospital services. A review of the objectives set forth at that

time reveals that cost containment through utilization objectives was our

primary mission.
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From the outset, Mr. Chairman, PROs have urged the Health Care Financing

Administration (HCFA) to balance our mandate by including greater attention to

quality of care assessments. We recommended the use of discharge screens to

enable PROs to monitor the condition of patients at discharge. We suggested

the use of pre-admission screens that would allow us to intervene before

services are actually provided. We urged development of generic quality

screening to permit PROs to focus on cases with a high probability for quality

compromises. And we have urged the pilot testing of severity of illness

measures to assess whether patients are getting better or worse as a result of

clinical intervention.

In candor, Mr. Chairman, these recommendations are only just now evident in the

instructions to PROs and in the design of the new Scope of Work for the next

two year contract cycle. Thus, we do not have extensive experience with

quality oriented review protocols. We do not have the baseline data that

allows us to compare quality indicators in the pre- and post-PPS environment.

Our confidence is growing and we are optimistic that the kinds of activities in

which we will be engaged over the next two years wil ensure a much more

intensive assessment of quality. For example, the quality of our data is

improving. We are beginning to employ discharge screens that in combination

with review of all hospital re-admissions within 15 days and a hospital adverse

incident report will give us a much more comprehensive picture of patient

outcomes. Our ability to intervene before treatment is provided will be

greatly enhanced by our ]GO% pre-procedure review of selected, elective

surgical procedures. These pre-procedure reviews will not only focus on

whether the procedure should be performed in a hospital, but also whether it
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should te performed at all. Finally, we are beginning the task of developing

criteria to assess the professional quality of services provided to Medicare

patients, leading to denials for care that fails to meet professionally -

recognized standards of care.

Most of these new activities are the result of mandates included in the

,nsoliCatea Ckrn'bus Budget Reconciliation Act (COBRA) enacted in April. We

s~pportea tesp mocifications to the PRO program ana want to express our

appreciate in for your efforts on behalf of this legislation. As you know,

negotiations ire in progress for tne PRO cntracts covering the next two

years. Oar ctief concern at this pcint is some e4ldence that HCFA is unwilling

to recognize filly the additional resources that will be required to conduct

these vital quality review activities and the new mandate for the review of

services provided by organizations with Medicare risk contracts -- HMOs and

competitive medical plans.

In sum, Mr. Chairman, we do not believe that it is possible to make broad

generalizations about the quality of care available to Medicare patients.

There are instances of inappropriate admissions, premature discharges and

services that are not medically necessary. We have taken corrective action

where these circumstances have been identified, but we do not as yet have a

baseline against which these occurrences can be evaluated. We expect that our

emerging focus on quality assessment will permit us to make more definitive

judgements in the years ahead.
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PRO Operaticnal Concerns

Mr. Chairman, we would lice to offer some brief comments on certain aspects of

the operation of the PRO progra'n that have an effect on our ability to

accomplish our mission. First, we are aware that Congress recognizes the

necessity of matching resources with required functions. The conference report

accompanying COBRA makes it clear that additional PRO review activities must !e

supported with additional contract funds. To date we have noted a singular

lack of support for this position within the Administration. In our recent

contract negotiations HCFA has typically offered the same or fewer dollars for

a very much expanded PRO agenda.

We would like to request your reenforcement of our concerns with regard to this

issue. If the Committee could express its support for additional financial

commitments for the PRO contracts, ou- capacity to implement the new review

mandates would be enhanced. The funds applied to this vital program still

represent less than one fifth of one percent of program outlays.

Mr. Chairman, as the original author of the PRO statutory provisions, you were

quite clear about the value of using fixed price contracts as a means of

avoiding the prescriptive excesses of the past and as a way to hold PROs

accountable for specific outcome objectives. Unfortunately, the administration

of these contracts has been characterized by considerable modification to the

original agreement. New policies and changes in operational requirements have

been issued frequently ty HCFA without any re-negotiation sessions and without

any revision to the contract dollars. Further, HCFA has sought to penalize

those PROs that managed a surplus from their initial contract by offsetting

those amounts from funds made available under the new contracts.
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Mr. Chairman, we ao not believe that HCFA can have it both ways. Under fixed

price contracts there must be a procedure through which both parties formally

re-negotiate change orders that materially alter the original agreement. PROs

must also not be expected to assume the full risK for under-bidding their

contract while HCFA is able to recover all amounts above the PROs operational

expenses.

One last coment concerning administration of the PRO program focuses on the

evaluation methodology employed by HCFA. There is no more sensitive issue to

the AMPRA membership than the evaluation of PRO performance. Nothing threatens

the future of the PRO program more than the failure to articulate program

expectations and the absence of a comprehensive and publicly articulated

evaluation protocol. At the beginning of the PRO program we must ask the

question: What is the PRO mission - cost containment? quality assurance?

professional education? and how are PROs to be judged - impact measures?

adherence to a prescribed 'eview system? contract compliance?

AMPRA's sensitivity to the evaluation issue finds its genesis in the PSRO

program. We remember all too well that the failure to ask ourselves these

questions and develop a meaningful process to answer them was the single major

factor in the program's demise. AMPRA fears that tne PRO program may be leaded

for a similar fate. The signals are not comforting. At the outset of PRO

contracts, we requested specific information concerning the criteria and

scoring methodology for the evaluation of contract compliance. None has oeen

made available. On July 31, 1984, the HCFA Administrator Carolyne Davis, Ph.D.

testified before your Committee Mr. Chairman and stated and I quote, "Concern

has been expressed that PROs wiil take an excessively regulatory approach,
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Derforming medical review ,n a cise-by-case basis with In eMp0aSlS '3n ct.nying

admissions. J can assure you that the PRCs and HCFA, will regard Jenials as

faflures of tne system. Tne PROs will rely as much as possible on

communication, education, and "hands-on" working with physicians and hospitals

as problems are discovered." AMPRA and its membership applauded that statement

and its promise of a fresh, new approach to evaluating the performance of peer

review activities. It appears, two years later, a hollow promise. Recently,

an important HCFA official was quoted as saying that PROs with low denial rates

are *former" PROs. Of the first thirty PROs that have come up for contract

renewal, nearly half have been sent letters of non-renewal. By HCFA's own

admission, many of these letters did not detail the reasons for HCFA's

conclusions and the first PROs *ere not permitted face to face meetings with

PRO officials leaving them confused and frustrated. Great uncertainty has been

created in the PRO community, impacting morale, and causing many of the best

personnel in the program to leave.

It has also been XaPRA's observation of HCFA's evaluation, particularly the

oversight performed by HCFA regional offices, that more attention has been

focused on process related issues rather than the outcomes of review. AMPRA

believes that it is less important how PROs manage their internal affairs or

whether they have followed each instruction from HCFA than whether PROs are

meeting their negotiated objectives and are able to identify and act on

utilization and quality problems.

Mr. Chairman, the PRO statute called for greater flexibility in federal

contract management to allow review organizations to be innovative without the

burden of prescriptive mandates and continuous oversight. We urge that this

flexibility be restored to
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the PRO program. And, as ve move to the second pnase of tse P;O progra'. it

oould be particularly helpful for._.ir members to be appraisel of tne criteril

and protocols tor evaluation. This is a common practice for otner contractors

and we believe the PROs should not be an exception.

At this point in our testimony, Mr. Chairman, we would like to insert for the

record the report of AMPRA's Task Force of PRO Implementation entitled, PROs:

The Future Agenda. The Task Force Report includes AMPRA's critical analysis of

the PRO program to date and our recommendations for the future direction of

physician peer review efforts. AMPRA would greatly appreciate the Finance

Committees' consideration of our recommended actions.

Medicare quality Assurance Act

Now we would like to turn our attention to the provisions of S.2331, introduced

by Senator Heinz and you, Mr. Chairman. First, we believe this bill includes

an agenda of steps that can be taken to move us forward toward a more

integrated approach to quality assurance and identifies certain mid-course

corrections to our present payment and coverage policies than can minimize the

potential for compromises in the quality of care of gaps in the delivery

system. We believe that quality and cost-effectiveness can and must be

complementary objectives.

I think all of us recognize, however, that an improved quality assurance system

cannot substitute for the need to improve Medicare coverage -itside the

inpatient setting. At a time when PPS has stimulated demand for nursing home,

home health and custodial care services, Medicare coverage remains essentially
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as it was designed twenty years ago. If Congress intends to maintain the

quality of care of the Medicare population; the need to revise Medicare benefit

coverage cannot be avoided.

The bill would impose new reporting requirements on hospitals to submit data

necessary to facilitate medical reviews, This provision, while not creating a

new data system, would assist PROs in establishing their potential review

universe in a timely manner. Thus, PROs would be able to better anticipate the

volume of reviews for a given period and allocate resources more

appropriately. MPRA supports this section.

M4PRA also supports the expansion of readmission reviews from the present seven

day requirement to all readmissions within 30 days of discharge. Expanded

readmission review will not take the place of PRO authority to monitor the

quality of patient care outside the acute care setting. Readmission reviews

are, however, a potential indicator of premature discharge and clinical

mismanagement and MPRA strongly encourages this approach. It must be

recognized that this is a significant expansion of present PRO efforts which

will require additional program funding.

We also want to call your attention to the provision requiring PROs to complete

consTderation of beneficiary appeals of notices of non-coverage within three

calendar days. While we support a prompt and fair appeals process, it may not

be possible to complete our reviews in a timely fashion if the necessary

documentation is not furnished rapidly. Further, if the beneficiary appeal is

logged at the close of a business week, it may not be possible to complete our

consideration within three calendar days. We recommend that the time limit for

responding to appeals begin after submission of the necessary data to the PRO
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and that three working days be substituted for three calendar days. If three

calendar days is retained, it :ust be recognized that administrative costs for

PROs will increase to support weekend operations.

We strongly support provisions in Section 302 of the S.2331 that mandate PROs

to concentrate on quality review activities. AMPRA is concerned, however, that

section 302 does not make clear congressional intent to extend PRO review to

the post-acute care setting, ambulatory setting and for services provided by a

health maintenance organization. While it could be argued that the present law

has always granted PROs authority to review services beyond the acute care

setting, this authority is obviously not compelling absent requisite funding

and a willingness on the part of the Administration to move ahead.

AMPRA recommends that expanded PRO review become a Condition of Participation

for Medicare providers and that an appropriate time frame for implementation be

established in law. Only then will the present authority be implemented. For

the reasons cited earlier, expansion of PRO review should be a high priority.

This bill also includes a provision directing PRO involvement in a complaint

resolution process for beneficiaries. In some respects, this activity moves

the program toward an ombudsman role that could divert significant resources

away from medical review functions. We do want to hear about possible quality

problems from physicians, hospitals, other health professionals and from

beneficiaries and their families. However, we do have some concern that a

significant number of complaints may not relate to quality of care issues.

Further, we believe that the existing confidentiality regulations may limit our

ability to report the findings of our investigations to the complainant.
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We strongly support the provisions of S.2331 that allow the sharing of

information concerning final determinations by PROs with regard to substandard

quality of care by any provider of Medicare services. Our experience with the

sanctions process is that other regulatory and accreditatlng bodies are often

pursuing the same individuals or institutions and that our findings can be

helpful in the completion of their investigations. So long as the Information

shared represents our final recommendation and preserves appropriately the

confidentiality of the process, we feel this provision can assure proper

coordination of medical review, licensing and other regulatory activities.

The provision requiring the appointment of a consumer representative to the

boards of PROs is, in our opinion, not necessary. A growing number of PROs

already include such an individual on their board in accordance with a policy

recomcxrched by AMPRA. However, we do not think it is appropriate for the

statute to mandate the board composition of private review organizations.

Certainly PROs ought to have the discretion and flexibility to select board

members on the basis of the organization's needs and availability of

individuals to serve. AMPRA is not opposed to consumer representation on PRO

boards; we are opposed to a statutory mandate that dictates board composition

for any private organization.

Other Provisions of S.2331 of Interest to PROs

In our review of the remaining sections of the S.2331, we want to particularly

note the emphasis on improving access to post-acute services. Our experience

to date strongly indicates that gaps in the availability of skilled nursing

beds and home health services are serious problems. Often planning for
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discharge has not been adequate, and in other cases facilities or needed

services are simply not available. The development of new tools to aid

discharge planning and mandatory hospital programs can be an important

contribution.

AMPRA supports refinement of the payment system to better account for

variations in severity of illness and case complexity. We support this

provision because it improves the precision of the payment system, and because

it can help us monitor and evaluate the quality of patient care. Such a

severity measure should be based on patient characteristics and clinical

findings at or near hospital admission rather than at discharge. Severity

assignment at admission would reduce payment inequities, create proper

incentives for hospitals, and maximize the potential of the severity measure as

a quality assessment tool.

An important complement to a severity measure is the study of medical practice

variation through the conduct of small area analysis by PROs. AMPRA's

corporate affiliate, the American Medical Review Research Center (AMRRC), has

submitted a prospectus to HCFA and interested foundations to coordinate a broad

educational effort involving the research community and practicing physicians

in understanding local practice variation.

We would like to suggest that allowing providers to represent beneficiaries in

appeals proceedings is troublesome from our perspective. It seems to us that

in most instances the provider is in a conflict of interest situation which is

difficult to overcome. Since providers are often at risk for the financial

consequences of a coverage of payment denial, we believe it is difficult for
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them to represent beneficiaries impartially. In most Instances the beneficiary

is not liable for the cost of non-covered services, and providers have adequate

appeal rights on their own behalf.

In the final title of S.2331, there are a series of studies on the future of

quality assurance mechanisms, the allocation of resources for these purposes

and the criteria and methods employed to conduct these activities. These are

critically important tasks. We are anxious to participate and to advise the

Department of Health and Human Services in each of these areas. Improvement to

our current approaches to reviewing hospital care can be achieved, and much can

be learned about cost-effective review of the quality of services in the

ambulatory environment. We hope that this work Is accorded a very high

priority at the Department ahead of the enactment of this measure.

We intend that our comments on this legislation be considered as supportive of

the primary thrust of the bill. While there are several areas as noted where

we believe the bill cin be strengthened, overall the bill represents a positive

set of reforms that can enhance quality and improve the effectiveness of PROs.

Again, we want to express our thanks to you Mr. Chairman, and the other members

of this Committee for your continuing commitment to the PRO program. We

appreciate your invitation to participate in these hearings, and we look

forward to working on our shared objectives. I will be glad to respond to any

questions about our testimony that you or other members of the Committee may

have.
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STATEMENT OF WILLIAM H. MONCRIEF, JR., M.D., PRESIDENT,
CALIFORNIA MEDICAL REVIEW, INC., SAN FRANCISCO, CA, AND
VICE PRESIDENT, AMERICAN MEDICAL PEER REVIEW ASSO-
CIATION, WASHINGTON, DC
Dr. MONCRUIF. Senator Durenberger, I am Bill Moncrief, a prac-

ticing surgeon in San Francisco and head of the California PRO for
California. It is certainly a pleasure to be here.

CMRI and its membership certainly supports the Heinz-Stark
bill. A formal statement has been submitted, and in the interest of
time and hopefully your questions, I will just make a few brief re-
marks about some of the comments and questions that have been
asked by members of the committee.

I don t quite agree with Dr. Roper that a "seamless system" is
the answer. Certainly, the HMO's and the CMP's, in my experi-
ence-certainly in California-do not have the resources to fund
this continuum of care that is the concern that has spoken and ad-
dressed themselves to this morning.

I also, as a practicing physician and head of the largest PRO,
have concerns about panels of physicians setting standards of qual-
ity of care. I think that panels of physicians should establish crite-
ria for which nurses or some non-M.D. professionals can approve
and accept-identify as acceptable-the care that has been given to
a patient; but I think it is up to individual physicians or panels of
physicians locally to identify whether that is good quality or appro-
priate quality of care. It changes, whether it is rural, whether it is
urban, whether it is a tertiary care facility, whether it is a small
community hospital The quality of care that is rendered does
change; and I have a lot of concern about panels of physicians set-
ting up standards of quality on a national basis.

The Senator from Montana asked the question: What few things
or what single thing can be done to improve the delivery of care
currently? Senator Durenberger, I think education is the most im-
portant thing right now-educating not only the beneficiary, but
physicians. The PPS system is almost 3 years old, but weekly I run
into physicians in California that do not understand the PPS
system.

And I think organized medicine has a great responsibility here to
improve the education of the practitioners in delivering care under
this system. It is complicated, but it can work. It can be made to
work even easier, I think, if the practitioners understand it.

Certainly, there was poor quality of care before PPS. And I think
that the need to identify and correct that is ongoing; and we in
California are trying to do it. Senator Chafee asked about better
discharge planning. In the old cost-reimbursement era, this was
done while a patient was in the hospital, and it was done with a
certain-there was no pressure. It was being done. Now, the pres-
sure is on to get the patient out of the hospital, the hospital to real-
ize and maximize its reimbursement, and the discharge plan. ing is
done frantically. It is done better in some institutions than in other
institutions, but certainly we need more intensive, more thorough
discharge plannig.

I know in California we are probably the premier State for post-
acute hospital care resources; but even then, it is difficult to get



333

the patient into a postacute hospital care environment in some
areas. But across the board, I would say that, if you have the
money, it is there. And so, one of the pleas would be that certainly
the Government should recognize in squeezing down the-acute hos-
pital stay its responsibility to funding the postacute hospital envi-
ronment a little bit better.

Thank you, Senator, and I await your questions.
Senator DURENBERGER. Thank you very much, Dr. Moncrief.

Louise Crooks?

STATEMENT OF LOUISE CROOKS, PRESIDENT-ELECT, AMERICAN
ASSOCIATION OF RETIRED PERSONS, WEST LAFAYETTE, IN

Ms. CROOKS. Thank you, Mr. Chairman. I am Louise Crooks, and
I am president-elect of the American Association of Retired Per-
sons [AARP]. On behalf of AARP's 22 million members, I want to
thank you for this opportunity to state the association's views on
the quality of medical care in America.

Medicare's hospital prospective payment system dramatically
shifted the way in which hospitals are paid for the provision of
care to the elderly and the disabled. By paying a set amount for
each beneficiary in a particular diagnostic category, regardless of
the treatment actually provided, hospitals now face strong incen-
tives to limit both the length of stay and intensity of care for their
Medicare patients. In practice, problems arise under this new
system.

Some hospitals may discharge their patients prematurely in a
strictly medical sense, sending patients home or to other facilities
while they are still in need of hospital care. A more common set of
problems can also arise that fall outside the bounds of traditional
measures of quality of care.

When patients who need posthospital care are discharged when
no further treatment is available, the health of the patient mar
suffer in much the same way as if the discharge had been medical -
ly premature. In such cases, patients may be sent home only a few
days after surgery with no one to provide support, to administer
medications, or help change dressings.

These patients may not need expensive hospital care and may
not have been inappropriately discharged in a medical sense.
Rather, they suffer from a lack of a reasonable continuum of care
that would offer skilled nursing services in another institutional
setting or at home. Although on paper the Medicare Program
offers home health care and skilled nursing facility services for
such persons needing posthospital care, these services are often not
available.

Early trends indicate that use of these two services, which to.
gether account for less than 3 percent of all Medicare spi.ding,

as not grown in response to earlier hospital discharges. The in-
creases in Medical expenditures on home health and SNF care be-
tween 1983 and 1984 were at or below their recent average rates of
growth. Too many Medicare patients continue to lack access to
these services.

A basic quality assurance program must assure the continuity of
care from one setting to another. The association strongly supports
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hospital discharge planning as a condition of participation in Medi-
care. A tight discharge planning program could protect patients
and physicians alike by requiring that a patient's condition meet
certain generic requirements for discharge and that an appropriate
discharge designation is assured. The plan should be signed by the
physician and become part of the patient's chart.

Practical considerations in this case, such as the lack of available
skilled nursing care, must be reflected in the discharge plan and
influence the discharge decision process.

The failure to accommodate patients requiring postacute care
services is a major loophole in Medicare's scheme of care. Failure
to address this gap in the continuum of care is having a profound
negative effect on beneficiaries and the Medicare Program. A vari-
ety of mechanisms are available to alleviate this problem. One is to
recalibrate the DRG's to increase the resources going to the dozen
or so DRG's that account for most discharges to SNF's or HHA's.

A second way is the incorporation of a perfected severity-of-ill-
ness index. This index could be used as a measure for directing dis-
charged patients to the appropriate level of care. And three, the
concept of administratively necessary days, known as AND's, could
be revitalized to accommodate patients needing postacute care
when none is available. The association is proud to support the
Medicare Quality Protection Act of 1986, S. 2331, drafted by Sena-
tor Heinz, and cosponsored by many of the members of this distin-
guished committee. Senate bill 2331 is an important step toward
better quality care for Medicare patients.

AARP believes, however, that additional initiatives to make
posthospital services reliable and predictable must be incorporated
into the bill. Otherwise, the Medicare benefits will continue to
erode along with confidence in the program. Briefly, Mr. Chair-
man, AARP believes that there are additional efforts which are
necessary to improve the quality of our Nation's care for the deliv-
ery system, including a comprehensive data base and an aggressive
research agenda on quality of care. In addition, consumer involve-
ment in the Medicare Program must be assured by making all
Medicare rules subject to the Administrative Procedures Act.
Thank you.

Senator DURMEBERGER. All right. Thank you very much.
[The prepared written statement of Ms. Crooks follows:]
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I:TRCI)"3cr I CT1

,>re sient-elect of the Americai Association of Retire1 Persons. "

behalf if AARP's 23 million nemniers, I want ti thank you for t ii

opportunity ti stite the association'ss views on the quality )f It s

care in America. Since retired persons use health care aervi:'os it ,

rate three times greater than the under age 65 population, ttio, ,jwuli-,'

of medical care is a major concern of our members.

ly testimony today -ill describe some of the quality of cirf

proo)le-ns in medicaree, and make recommendations to shoreup the iis, tv

o' "ledizie and Improve Ihe quality of medical care throu,'i;,t 'i

system.

THE EMERk;E'iCE ')F v'0ALITY CT CARE PROBLEMlS IJ MED['CAE

Medicare's hospital prospective payment system Jramati: lly

shifted the way in which hospitals are paid for the provision )f * re

to the elderly an! disabled. By paying a seL amount for each

beneficiary in a particular diagnostic category, regardless of ti,

treatment actually provided, hospitals now face strong incentives to

limit both the length of stay and intensity of care for their "edicac.;

patients. In theory, such a system should discourage the use of

.unnecessary tests and treatment and should shift patients who nee]

less than acute care services into less intensive settings at the eni

of their hospital stay. Care would thus he delivered in the most

-I-
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efficient maminer dhile patients would still recei e Ieie,

in practi.'. howev,.r, problems arise. In some zas; * :

.*f :3re ielvered in the h,- rital suffers. Sor? h,- s i "J ; lv

Iiis a r i t'meir ?)atielnts prematurely in a strictly -ieici'

.e'm1Anj patients home or to otner facilities 4htl- thev, ir,1 ;tIl :

neeJ of hospital care. These are serious prb3le's tiat n ..

-Irefully monitored. 3ood quality control mechanisms t', ' ..

ensure that quality is not allowed t3 deteriorate.

A secon,, an J probably more common, set of proi)lemA. -, , i,

arise, however, that fall outside the bounds of traditional ,ir.;

of quality of care. When patients who need post-hospital iz ir

lischargeJ when no further treatment is available, the h -,fh 1-."

pitients -nay suffer in , .ch the same way as if the iiscfiari,; ,jj -- 1

neJt lly prematJre. In such cases, patients may )e sent iv". .

few Jays.after surgery with no one co provide support, ta jii-,istwt

medications, or to help change Iressings. Patients recov, i1 !-.

hip replacement surgery may not receive needed rehabilitation

treatments. If they do not get needed care, their cecoveries ma jv

longer, or they may need to be readmitted to a hospital. I n <r

cases, the patient may die.

These then are certainly problems affecting the overall ua.i!:t.-

of care. before the advent of PPS, such patients might hav- staved

longer in the hospital. low that option is less likely to be

available. These patients do not need expensive hospital cire anJ

have not been inappropriately discharged in a medical sense. 0atner,

they suffer from the lack of a reasonable continuum of care that .ru1

offer skidlled nursing services in another institutional sattini -r at

-2-
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home.

How lare i3 this orrblem? Whil,- gocd information i.; i t,.I arl

ti t.nd, the early results certainly suggest that the praolt~ is

potentially severe. The average length of an inpatient hoopieil ;ts'

fell by more than 13 percent between 1I43 and 1934, th. ftst :'-ir ii

which PPS was in effect. In fiscal year 1984 the average stay w.;

Jays--or more than II million hospital days less than if lWnjt.s )f

stay had remained unchanged from their 1983 levels. 4ot all 'f tits

decline can be attributed to PPS since there has been a lonq-tern

trend toward shorter hospital stays. Nonetheless, the 1194 decline

occurred at a rate three times as high as in the recent past.

Moreover, the drops in the length of stays in hospitals he'.., ))t

tist occurred for the simple cases; some of the largest le:li. 'av?

come in the diagnostic categories where the sickest patients irt

found. For example, the diagnostic category that covers iip

procedures for persons age 70 or above includes m.any friil 4lderly who

are likely to need further care after discharge. Between 1111 and

19S4, the average length of a hospital stay for such Medicare patiiit3

fell by 18 percent as compared to a drop of just over 14 pecce.it fir

all Medicare hospital stays over that period. Thus, many of t,e 1

million fewer hospital days affected the oldest, sickest patients.

Although on paper, the Medicare program offers home health cac

and skilled nursing facility services for such persons needing

post-hospital care, these services are often not available. Early

trends indicate that use of these two services, which together account

for less than 3 percent of all Medicare spending, has not grown in

-3-
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rqs'ponse to earlier hospital Iischares. The i-i,:re-ase3 1n ***: ,

r .)elow their recent iverape rites of jrovt-n. *I I : 1,r . ',"1

z:)ntinue ) lack iccess ta these services.

Pitilent3 needing farther care thus -nay n-3t ro? iol1 t,

VeItc4re. As a result, patients will have t) j-r.:,ii ' , 3 -11

tneir own, rely on other public programs such as Me-icii, tjri t

relatives in.1 friends for informal care, or io without.

TfE QUALITY Y OF MEDICARE

,ur nstl -n*s anil tty to better issure h:h ;ua 1,i neJi :il -sr.-

r.,tly riolatel to -3ur unIerit~irin; it v-it a -ji',it~ .'~

:_tzo-e is ani our capability to pr,)mptly detect int

inacceptatole leviations from quality care. The fa:t )f t".' "tt'r

no.ever, that the country lacks adequate information t ",. t

:atzores ani the quality monitoring system necess[r tz -r;t . i.-r

-r:vJers anJ policymakers to unacceptable care.

A properly designed quality assurance program Tijst :.

comprethensive, covering all Medicare providers ani sites ! r. :

including hospital inpatients and outpatients, physciaos' .

nursing homes, HMOs, home health agencies and ho.;pi:es. Other, -

be but one standard of care despite the method 3f (Ieliverin. .

The Association endorses the letter and spirit of the Consol1iitel

Omnibus Budget Reconciliation Act's extension of PRO irisi .t:zn ,,

-4-
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HM-O! anJ jries Con press t- extend P?3 ,jr sdi :t irn *ver .1 I ; -r.

providers. PR':s repre sent ),ijr iat .,a!. c-)mmit-nent t,) 11,3' ' 1 -o . - 1

care anJ they must oe per-itt.I t,) levelop the cmprehens 31

vonitorin- system necessary to maintain that c. ,nmeit.

Moreover, a basic IvaIitj assurance program nut is ire t-.*

continuity if care frgm one settinq to another. The -.:I It I".

.trongIy supports the pr)piaI ti make n oipitIi s- r . )n ,,

conditiz,%n of participatlon in Melicare. An ir-cni i :, r;±

Planning. screen :>,jIJ help issure that Me~icz. s r* .1.

iscnar;eJ to in ip'rapriate level .:)f care, ani i* -a, o, ii , .-

- ecranism fzr overcimin) tie p er:eivel need t.,, t - ';,t.:. ,

:e tr .t )a .e at~osr f trust :t.'een . t " '] ":",

l;-et t-e prospect%,':e payment system.

ei . are patio its ire leavin , the hospital 13'n. r i , lt

"I t"e P:ast. Patients too sick to go home can 3ppeai i , .

t e .A discharge oy the attending physicL in, hgWev'-,, i

"At a F,, e .sneer mel.:care. Many believe that Me.iclre plt'.ienIt3

e'. -e ri Vt t3 appeal 3y discharge orler, whet:ier by the

Osr t a r t-e ;ysicin. There is a growing body of eviJence t'-t

- unler hospital pressure to iischarpe Pitient3

er. T ress.re is reported by the major physician

r - eer, the problem was exposed on national

.i. , Texas physician, appearing on the ABC television

ie~r'. .- . t'itqe', said in no uncertain terms tiiat he wa3

c~erze ; :szargzng a patient too soon.

SiA rxcian authurizel discharges to challinee,
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however, wouli be a 'ajor -reak with traditional medical prictize.

The Association i3 rilutant t, further )eoparlize the trist ')si f

the doctor/patient relitionshir by cillinq for p~tient3 to-app.-Il

their physicians' lischarie ,Jezisions. Nevertheless, thie feir tha,

physicians will increastnjly bend to hospitals' pressure. to ;-?t

patients out u.:ky, str-)nly -:ommends the neei for ireater

'r)ceJural protection f-)r tho patient's rij]ht to stay in the h,).,itil.

Implementation of an ir)nclal .tscharj]e planning i scr !en cnI,

)ffer a far more constructive .ay t,) protect a patient's .aottiuini

: stay in the hospital. A tilht ,ischar,)e planning raorr . -.)kul i

2r~tect patients anJ physicians ilike by rejuirtnq that tiear

pattint's conlitt)n me-t 7ertjin i eneric requir,-.ent5 f~r lti3iri.*

t-.1 that an apprapri te ii. ,'iir; iestinit ii, ais3ijr?1. Pi' I

no l t .)e sine, by tne physa:aan anI ne¢,1ne part -! c'w 'it:..nt',

thdrt. "craztzzal consileritions" in the rise ( su.h is L ' I ik z f

'.ajilable skilleJ nursing cae) rist -)e reflectel in t-ma Jar1e

^13fi anA influence the JeisiniK.:nj process.

itnilarly, AARP surporti t.ie evelopment of 3 inifo.rI neels

assessment initriment t, assist in evaluating 'e~iirt! an.) M*A9 :ai J

'eneficiaries' nee- f~r --it-hosn'tal -re. A anif)r-' nee,3

i&Sessrnelt Instr '-t f.- • -"itm! :are will prva ie-

i-)fnrmation anout -toit tn' .Ill --e cruidil to ifv.?l -pin; tne *..I'

,f long-terma care sv:te- ie trv to neet the nee Is a r.ini ..

0 ' U 1at ion.

Aivance 2a-nn for iis-3ar 3nI unf)rn neels 3.i-s-eit f)-

:.3t-hosrlitul 3;ervi ,; . t1!,, to tle ,aintenance of iJalitv

:inr-" in hr U. ;t, t'-e !-#st )al;c ar3 p13nn in-i in the .4-)r in. e
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best neeJs asse-sment in the wotl,1 cannot protect the continuun of

care, and thus the quality of care to discharged patients, if the

needel post-acute care services are not available. Failure tj

3cZoMModate patients requiring post-acute care services is 3 na)r

loophole in Medicare's scheme of care. The Association believes tiiat

tne failure to address this qap in the continuum of care is havin,; a

prfound creative impact on beneficiaries and the Medicare pr,34jram.

The Association believes there are a variety of mechanisms

avitlaole for alleviiting this problem. Recalibrition of the !RW,3,

wit" increased resources going to those lozen or so ORGs that c, -)jnt

fr 'st iischares to :SIFs or HHAs woull oo a budljet neutral "t,.>

f iAs7uriii greater access t3 post-acute care services.

P-.rfe,-tt 3f a severity of illness index could be jsel 15 -

,e3.-jre f,)r Airecting discharged patients to the appropriate level -f

care; ir the concept of "administratively necessary Jays" (T)r.3

czuli he revitalizei to accommodate patients neelinj rost-a1cute car

4hen none is available.

Prior to PPS, patients backei-up in hospitals *waitinq place-tent

in a skilled nursing facility were permitted to stay iri the W;?ital

until a 3'F bel was available. hospitals serving such patient wer?

-aii unler the jise of providing A...s. Medicare paynents t.

n*spitls for .. I.D.s were incorporated into the DRG rate base.

nevertheless, hospitals under PPS have not kept patients awaiting I

skille] nursing bel in the hospital. CFA's failure to require

1o,3itals to provide A.N.r).s to patients who cannot get appropriate

ps3t-acute care services is harnin,) Medicare patients. In an era -f

-7-
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cost containment, it is incongruous that HCFA would pay for care that

is simply not being provided.

A similar situation obtains because of the operation of the

so-called three day rule. Under current practice, a 'edicare patient

is not eligible for nursing home care unless the patient was in the

hospital for three days prior to discharge to the nursing home. under

PPS entire categories of procedures have been limited to the

outpatient setting. Patients recovering from outpatient surgery

needing post-acute care services are now not eligible for such

services because of the three day rule. The three day rule must loo

eliminated, or at least modified to accommodate the scores of "Ielicare

outpatient needing post-acute care services.

THE MEDICARE QUALITY PROTECTION ACT OF 1986

The Association is proud to support the Medicare Quality

Protection Act of 1986 (.OPA) (3.2331), drafted by Senator Heinz an:l

cosponsored by many of the members of this distinguished committee.

MQPA is an important step in the direction of better quality care for

Medicare patients. AARP urges this committee to strengthen MOPA,

however, by recognizing Medicare's failure to provide an adequate

continuum of care for patients under PPS.

Initiatives to make necessary post-hospital services reliable anJ

predictable must be incorporated into this bill. Otherwise, the

Medicare benefit will continue to erode along with confidence in the

program. The erosion of Medicare is an unfortunate, unnecessary, and

unintended side effect of the new pricing mechanism. Correcting it

-8-
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loes not constitute an expansion of benefits, but a maintenance of

medicare benefits as they have been understood for the past tdentj

years.

IMPROVING QUALITY IN THE HEALTH CARE SYSTEM

I. The need for data -

" PROs must be funded to support access to and integration of

multiple data bases. The PROs analytic potential can only i)e

enhanced by increased access to information systems beyonJ P-rt

A claims data.

" Ways of presenting PRO-generated data in furtherance of ti-?

public interest in better informed consumers must be' Jevel)pe1.

II. Research in quality of care

In the past, the commitment to quality health care was as.3-,unel 0,0

the presence of abundant resources. But skyrocketing health -t.i

costs shifted priorities to cost containment. The resulta-it ')Pf;

system established a new set of financial incentives.

Accompanying the incentives to reduce the hospital cost of . ah

inpatient stay is the incentive to undertreat. Grappling with

the real and potential quality of care problems under the new

system brought to light the need to know more about quality of

care. To help focus that light, AARP supports the followin-I

research agenda:

-9-
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* Lonittjliral studies of patient care must ,)e

systematically conljct.1. Oatient health ce Ijt, "'e3

must be monitored ov--?r time with the C)cij.4 3n s.h 5 c-%;;

as f ilcti)nal ;Itatus' ,r'on al i ssiOn, chance in pati'leIt

status as of lischarje, the effe :t of sh.rt r len ths

stay "i Ji schare Jest nation: and the roo3t-lisviacr e

experience.

* MeasuJrements for quality of care shoul, he st.jliel to

develop meaningful outcome measures. Speiificalty, the

rel-ationship iif outcomes of medical care to the pr,'wes;

of Jeliverying care and the structural charact..risti:s i

providers must be examined.

* AARP supports legislation that woull alo:at4 i a-ltt-.

of the Medicare Part A Trust Fund f.r re3earzh into

medical practice variations. For the past 3,!ve-aI y.?ajr;,

researchers have been tracking variations -in the use >f

medical care and have begun to discover "systenatic inI

persistent" variations in the standardized use rites f)r

common surgical procedures as dell as other services.

AARP recognizes the need for greater information about

clinical outcomes and statistical norms basel on avera.je

per f rmance.

I1. Strengthening consumer involvement in the Medicare program

AARP believes consumer involvement is an important factor in the

development of the Medicare program. The Association is o rJi1

-10-
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anI enthisastlc about the beqlinninj that has !been i.i .3i4 4tn

:-nsumer represe:ititin on the .noarli of hlrectors .. f ,..v?

PPs, as well as the o)ar, of )irectors of the Anerizan * iw

?eer Review Associit:-on. ,ut consumer involvement is tn:r:: I it

in ill aspects of tie MelI:are program; it is the f.)un itio n ,

which public support is baseA. The Association rec3,jn!-e' i ii

supports Senator 3raIley's legislation to require that ill

uIelicare home health and skilled nursing home rules *)e so:'ject

to the Administrative Procedures Act (APA). AARP .,eliaevs that

consumerer involvement in the 'edicare program must #e stat,,rilv

assured by making all medicare rules subject to the

NFiinistrative Procedures Act. Consumers cannot filfilt th.ir

responsioility to Melicare if the policies, rules, .j1

ce~ulations governing Medicare can be male in secret ,n

transmitted to Medicare's agents - carriers an fisc.al

intermediaries - without consumers' knowledge anI ability to

review and comment. Requiring HCFA to puoliah :Medizire rJl.ei

,or public review and comment provides beneficiaries wit' the

opportunity to influence the program before decisions an,ut it

ire iuplementel. The publicition, review and comment

requirements of the APA will help keep HCFh fro,)s using]

nonstatutory or nonrejulatory rules -- such as "technical

Jenials" -- as a basis for Aenying Medicare benefits to

beneficiaries who need them. Elliot Richardson, when ho.. 4a4

-ecretary of Health, Education and Welfare, made a voluntarv

commitment to subject Medicare to the APA. This Administrati,.n

-11-



347

77 n a-s,: it an ,n!i h t ,r i n n

~13S ~C,3fli~flt1 t~~ ,1~~i t '3 tS ti'e t )rev it'l : I *i

rh a 0 y -u a )ain, 'h3 hi r"in, f -r your i. it? r --i: in r'

of ma int3 iilinq jlai1ty care anher the 4ekicare :rjo.}ram. M."

Associistion's interest in this area is ot a selfish iter3, In

interest just in ourselves. e :)elieve a simple tr'Jt- ,inis toh

generatLions together in the quest for jiuality health care. That

simple truth is this: The udaiity, or lack of it, of ire unier

MeIic3re i. rltimately i iic3tive )f the standri )' cir-? fr '

everyone else in )ur country. Pir Meicire is t0e flaijsh: of th

American health care system -- where it leads )tieri fll-)w. Te

iss,:es of concern to MeALcare beneficiaries to-ay will be t'ite i3 es

of concern to all health care consumers tomorr3w.

-12-
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Senator DURENBERGER. Dr. Moncrief, would it surprise you that
the American Medical Association's DRG monitoring project would
turn up approximately 66 percent of the doctors responding saying
that quality had deteriorated-that they would say that-under
the PPS system?

Dr. MONCRIEF. I think that what surprises me is that there are
only less than 500 answers.

Dr. RoGEs. It disappointed us, too, I might add.
Dr. MONCRIEF. I think that the people that answer are the ones

that have got problems or perceive problems. And it is not unusual
and it doesn't surprise me that that small cohort-66 percent-had
perceived quality problems.

Senator DURENBERGER. Your statement indicates, and I will just
quote it in the appropriate part, and I mentioned it earlier in the
day:

It should be also noted that of the number of sanctionable cases which all reflect
a significant risk to the patient's well-being and in some instances death that a mi-
nority of these sanction cases are related to premature discharge. Most, however,
are related to the inability of some hospitals and physicians to provide care of a
quality that meets professionally recognized medical standards.

Now, that is in California; and that is a strong statement. How
do you come to that conclusion?

Dr. MONCRIEF. In reviewing the records and reviewing the
charts, it is not that the patient was discharged prematurely or in-
appropriately. It is the fact that the physician didn't Use good clini-
cal judgment in managing the patient.

Senator DURENBERGER. That is possible, is it?
Dr. MONCRIEF. Sir?
Senator DURENBERGER. It is possible that a physician can not use

good clinical judgment in a particular case?
Dr. MONCRIEF. Yes, sir.
Senator DURENBERGER. And it is also possible that a hospital can

not use good medical judgment in certain cases. Is that right?
Dr. MONCRIEF. True.
Senator DURENBERGER. It is probably also true that in America

the issue that was raised here earlier in response to Senator
Chafee's questioning, the issue of poor quality medical care, still
exists. I mean, because we have access to these exotic machines
and we can keep people alive forever, the presumption is that,
across this country, we have always had high quality medical care;
but that isn't necessarily true, is it?

Dr. MONCRIEF. No, sir; but I would correct you, sir. I think that
we do have a high quality of care across the country; and if you
look at the numbers from California that of 1.2 million discharges,
we have identified only 110 cases out of those 1.2 million discharges
that we felt warranted an initial letter of sanction. That is, the
quality was such that that physician or institution should be with-

rawn from the Medicare Program.
Senator DURENBERGER. Maybe I should have said "perfect" or

something like that. How do you pronounce the word "nosoco-
mial"?

Dr. MONCRIEF. "Nosocomial" are infections that are acquired in
the hospital.
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Senator DURENBERGER. All right. I have a little publication here -
entitled "Medical Benefits to the Medical Economic Digest," May
15, 1986 I don't know who puts it out, but it says here: "Estimates
reveal that 1.8 million patients have prolonged hospitals stays as a
result of nosocomial infection," meaning you can get sick in the
hospital. Right?

Dr. MONCRIEF. Yes, sir; no question about that.
Senator DURENBERGER. Is that high-quality medical care?
Dr. MONCRIEF. I think that what we are looking at, particularly

with the Medicare beneficiary, we are looking at not infrequently a
patient whose immune system is compromised, either age, inappro-
priate diet, malignant disease-one thing or another. And that pa-
tient, put in a hospital environment, and in spite of nearly every
instit ion having extremely rigorous methodology to prevent the
spread of infection from one patient to another, it does happen.
And in the elderly patient who is immunocompromised, or who is
weakened by these infections, they do occur.

Senator DURENBERGER. Let me ask this of all of you who have
first-hand observation. I am assuming it is the doctors, but if
Louise and Andy want to jump in, that is fine, too. Assuming that
nobody is perfect and assuming that 1.8 million people do contract
some kind of an infection in their hospital stays-some of them
even die from hospitals-assuming a lot of the evidence that seems
to be out there about unnecessary testing performed on people, un-
necessary procedures, unnecessary hospitalization, and so forth-
there seems to be a great deal of that evidence out there-the ques-
tion now that I am asking and I think, in part, this hearing is
asking is:

Does the prospective payment system itself with adequate peer
review necessarily make this situation worse? In other words, does
it make a physician a poorer professional? Does it make the hospi-
tal of necessity a poorer professional provider? Or does it have in
it, if it is properly operated, just the opposite effect-that it can im-
prove the quality of physician care? It can improve the quality of
hospital care by bringing more specialization to bear on particular
cases, if again it is properly done?

Dr. RoGEas. Mr. Chairman, I would say from the AMA point of
view that, if the system were perfect, yes; I think it would improve
it. I think there is no question about that. Our concern, of course,
is that our physicians-66 percent of them--do not consider the
system perfect at this time. They consider that, in fact, their pa-
tients are being discharged too early, given all the problems of the
patient, given all the problems of access to postdischarge care,
given all the problems that are. attendant with the care of this
group of people who require far more care than the average under-
65 patient.

Senator DURENBERGER. Dr. Rogers, how many of those doctors do
you think just don't want to worry about that patient once they go

ome? You know, it is kind of comfortable to make sure they stay
there in the hospital until they are perfectly well; and they go
home and you can forget about them until the next time they are
ill. They don't want to go to the effort of tracking them to a nurs-
ing home or getting involved in home health benefits or getting in-

63-857 O-86--12
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volved in calling them periodically, saying are you all right and so
forth. How much of that might be attributed to--

Dr. ROGERS. Mr. Chairman, I think most physicians across the
country would follow up on their seriously ill patients who have
been discharged from the hospital, by either a visit to them, or a
visit in the office, or a visit to the nursing home, or a telephone
call. I think, without exception, that is the goal we seek, and I
think most of our physicians would achieve that goal.

Senator DURENBERGER. And they would have done that before
PPS?

Dr. ROGERS. Yes.
Senator DURENBERGER. And they are doing it now?
Dr. ROGERS. Yes.
Senator DURENBERGER. And so, they are not complaining about

having to do that?
Dr. ROGERs. No. I think the only difference might be that, if you

are able to keep your patient for a protracted period of time-as
was done, 2 days longer before PPS-that would save you 2 days of
calling the patient, if you will. It will perhaps make that first office
visit a little further out. The patient will be in a better state of
health, more able to care for himself or herself on leaving the hos-

ital, so that the first office visit or home visit or phone call would
a little later. And so, I think it would present a little smaller

burden for that physician.
Senator DURENBERGER. All right. Dr. Moncrief.
Dr. MONCRIEF. I think foremost the physician must remain the

patient's advocate; and there are all sorts of pressures on the prac-
ticing physician to conform to corporate policy or hospital maxi-
mized reimbursement or whatever it is. But I think every physi-
cian has the responsibility to fight that problem if he thinks it is in
his patient's best interests to stay in the hospital. And I think we
see this time and again: in California, a physician's bowing to insti-
tutional pressure to get the patient out early.

Senator DURENBERGER. We have to bring all of this to a close,
but this is extremely interesting and I am glad so many people
have stayed to learn from it. Among the various alternative ap-
proaches, there is no preferred solution to this problem, I don't
think, one over the other, though some of the questions that were
asked here today might have implied that maybe if we got some
kind of a capitated system or a continuum of care, that might solve
the problem without attending to the data base, the information
base, adequate peer review.

Does anyone here disagree with the fact that we need to do all of
the above? That is, we need to have better information. We need to
do more adequate peer review. We need to keep, in effect, the med-
ical peers involved in the review process. And we need to continue
to modify the DRG system in some way. We need to get a severity
index. We need to be doing that sort of thing, and particularly as
we move toward the competitive model.

So, we can't afford to say that we only have money to do peer
review, and we are not going to work on enlarging the Medicare
benefits. Does anyone disagree that we just don't have those
choices? We have to move on all of these.
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Dr. RoGERs. Mr. Chairman, I think that the point made by Mr.
Webber a little earlier about PRO's is a good point, however, when
we ask the PRO to do bigger and greater things and don't give
them a nickel more. And I think that this is putting an impossible
task on the PRO. We are looking for data. Everybody here today
has asked for more and better data. PRO's certainly ought to be a
good source of this. They can't provide it to us if we don't give
them the funds, the resources, to provide us with that information.

Senator DURENBERGER. Let me ask Andy and Dr. Moncrief the
question that I asked of Bill Roper. The head of HCFA is telling us
that the peer review organizations in the United States of America
today don't have the capacity to, undertake all of the things that
we-in the larger sense, society and those of us who are responsible
for the health policy for the elderly and disabled-would like them
to take on. And I think that was directly stated in the testimony in
response to my question, that he looks out at the field and they
have 16 of 31 PRO's that they have sort of put on hold-hey have
rejected three of them entirely-and so forth.

There seems to be a professional concern on the part of HCFA
that the organization or the management, or whatever it is, capa-
bility of PRO's in America is not up, as of right now, to the task of
undertaking all of the kinds of quality-related review over the next
couple of years that we would like them to undertake. How do you
react to that?

Mr. WEBBER. I think there is no question that there is still some
instability in the program. It is a program in its infancy. Certainly,
as I commented in my oral remarks, I think some of it has to be
pointed back at HCFA in terms of the uneven administration, the
very frequent instructions, the prescriptiveness.

I think the larger issue here is certainly the issue of funding.
Given the Federal deficits, I think it is clear that the administra-
tion does not want to go beyond the dollars set in the PRO statute
to fund the program. And so, their enthusiasm for PRO expansion
is certainly dampened by their position that we do not want to
expend any more dollars for this program. I think with the addi-
tional resources, and with better management of this program, and
given some patience by the administration, that certainly PRO's
could take on expanded activities. And if we are truly concerned
about quality of care, then we have got to start to look at patient
outcomes beyond just hospital-based episodes.

Senator DURENBERGER. Where do we get the evidence for how
many dollars are needed? Can we describe the requirements-the
peer review requirements-and have somebody come up with the
dollars that are necessary? This is an endless debate. The IG, I
think, was going to say that there is money around. HCFA says
there isn't enough money, or they won't spend it. And you say the
PRO's are not being paid enough.

How in the world do we answer that question? How much do we
need to do what?

Mr. WEBBER. First, it depends on the design of the program and
how comprehensive you want it. If you want to take a 5-percent
sample of cases, obviously it is going to cost less than if you want a
full sample or if you want to fund a full data system that looks
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beyond hospital-based care. It depends very much on the design of
the effort.

Senator DURENBERGER. Then, what you are suggesting we have
to do is break out our objectives. If we want them to do research,
then here is how much the research costs. If you want us to get at
the issue of quality precisely, we can do it for you in this State
with a 5-percent sample, and in this State going after these 10 per-
cent of the providers, or whatever--

Mr. WEBBER. I think the biggest frustration that the PRO com-
munity has right now is this absence of a PRO purpose statement.
What truly are we here for? And depending on who you talk to in
this town, whether it is OMB or whether it is HCFA or whether it
is the AARP and the beneficiary community or whether it is the
inspector general, you get a very different answer. Is it cost con-
tainment? Is it medical prosecution? Are we consumer guides? Are
we quality assurance protectors? And are we true peer reviewers
back in our physician communities?

We need to answer that question before we can establish what
the funding provisions should be and how we are going to evaluate
PRO performance. I don't think that has happened. I don't think
we have developed consensus around that issue.

Senator DURENBERGER. I would have to agree with you. I have no
reason to disagree. We really haven't focused on what it is we
want.

Dr. MONCRIEF. Senator, if the PRO's don't have the capacity, and
if capacity means they lack the resources, the answer is "Yes." I
think in every PRO there is the incentive and there is the manage-
ment skill and there is the desire to prove or show that the Medi-
care beneficiary is getting quality care; but as Andy has just
spoken so eloquently to, most PRO's don't know from week to week
what their primary objective is. And I think this was thoroughly
exposed in the self-evaluation program.

Senator DURENBERGER. I don't want to belabor this, but didn't we
create some sort of a monster PRO that is supposed to overlook--

Mr. WEBBER. A super PRO-a super PRO.
Senator DURENBERGER. How do you do that?
Dr. MONCRIEF. Well, not only that, but I see in Mr. Kusserow's

prepared statement, that he is going to repeat what the super PRO
has done: on a series of 240 hospitals, 30 admissions and 30 clinical
records randomly selected from 240 randomly selected hospitals,
and I don't know. I do know in California there is not a month or a
week that goes by that we don't have some type of an auditor
checking on this: on what we are doing and how we are doing it
and what the results are.

Senator DURENBERGER. Yes.
Dr. MONCRIEF. And each auditor reviews this with a different ob-

jective.
Mr. WEBBER. And Mr. Chairman, remember that the super PRO

is only looking at how PRO's review each individual case, whether
they made the right decision. And there is a lot of PRO perform-
ance that has more of a subtle impact out there in the community
that hasn't been measured at all: the sentinel impact of preadmis-
sion certification, the physician that retires under PRO review,
rather than gets marked down as an individual sanction, the hospi-
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tal that establishes a quality assurance program because they
know the PRO is going to start the institute quality screens.

This kind of intangible impact of the PRO program, I don't
think, is measured at all by super PRO or any of HCFA's evalua-
tions to date.

Senator DURENBERGER. All right. Lady and gentlemen, thank you
very much. I am sorry to interrupt your lunch, but not as sorry as
we are for Jack Owen, Margaret Cushman, and Paul Willging, who
have been even more patient than everybody else here today.
[Laughter.)

All of your statements have been made part of the record. The
quicker you get up here, the quicker you get to read them. We will
proceed with Mr. Owen who knows how to be brief. You are down
to 4 minutes now, but the important thing is that your statements
are in the record. You know that you can elaborate on them. I pre-
sume that you have been here for most of what I consider to be a
very good and comprehensive hearing today. So, to the degree that
you would like to elaborate, since you are the provider groups that
are involved in this sort of process, and if you would like to elabo-
rate on your statements in light of some of the questions that have
been asked here today, please feel free to do so. We will start with
Jack Owen.

STATEMENT OF JACK OWEN. EXECUTIVE VIC%,PRESIDENT,
AMERICAN HOSPITAL ASSOCIATION, WASHINGTON, DC

Mr. OWEN. Thank you, Mr. Chairman. I will not read my state-
ment. I am here really to support Senate bill 2331. I would just like
to make a couple of comments in regards to what has occurred ear-
lier in this hearing and then a couple of comments quickly on the
bill itself that I think would be helpful as you act on the bill.

First, there has been a real allegation that hospitals have overre-
acted to this whole prospective pricing incentive program. And yet,
as you listen to the people both from the PRO's and from HCFA
and from HHS, from our statistics there is no evidence that we
have uncovered that indicates that there is a wholesale deteriora-
tion of quality of service as furnished to the Medicare beneficiary.

Sure, there are some things that have happened, and I would be
less than honest if I sat here and said there wasn't one hospital or
one physician in this country that didn't make a mistake. Medicine
is an art; it is not a science; and there is room for that kind of mis-
take. But there has been no wholesale evidence of any kind of dete-
rioration of quality.

HHS and the inspector general have found a scant 1.4 percent of
the cases targeted for further review that were identified for any
further study beyond that. So, we think that overall the hospitals
and physicians are doing a pretty good job. The length of stay cer-
tainly has been decreasing, and that has been of concern to almost
any patient who has been put in the hospital. I might just add,
however, Mr. Chairman, that the rate has slowed. We see that
slowing now for the past year.

In the last quarter of 1985 and this first quarter of 1986, we are
actually seeing an increase in the length of stay in the DRG's. And
this is understandable because you reach a point where you have
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squeezed everything you can out; and if you are going to admit
somebody for a diagnosis, there is going to be a certain number of
days. But we are actually seeing a small percentage in this last
quarter of increases, and that means not only a longer length of
stay, but it has some ramifications also as far as dollars are con-
cerned in taking care of patients.

But the whole purpose of the prospective pricing system, as you
well know, and you are as much responsible for this program as
almost anybody here in the Senate, was to gain efficiency and use
less resources in taking care of people as well as we could. I think
we- have done that.

Beneficiary complaints, you have heard about; they are perceived
and they are real. And I think most of the problem is that the cur-
rent benefit policies that were developed were really developed for
in-patients. In 1965, when we went into this program, we were only
thinking about in-patients; and we weren't really thinking about
the other kind of care that is necessary when you discharge a pa-
tient as soon as we must now. Acute care was the major source of
care; now we see all kinds of outpatient care being prescribed and
given; and of course, with that comes that perception that people
are not being taken care of as well as they were before.

I would just make a couple of comments on the bill itself on a
couple of issues in that bill that we would hope be picked up or
changed a little bit in some cases.

First, the refinements of the DRG's, the resources required by
patients, the severity of illnesses-we think that is a must. It has
got to be done, especially as you move toward a national rate. I

ave talked to you a number of times about this; and the question
really is: Is the hospital efficient or is it nonefficient? Or is it be-
cause the patient needs more care, and that is why more resources
are being used?

So, we have got to move in some direction to look at the price of
severity and the cost of it.

We are certinly in favor of enhancing the beneficiary under-
standing. We agree that something must be done to let them knaow,
to get the education much earlier; and we have worked with
AARP-the senior citizens group-and the Committee on Aging.
And the only thing I would say is that when we highlight what pa-
tients must do in order to get appeals, we must also highlight the
limitations of Medicare coverage because hospitals do not establish
the limitations. These limitations are established by the Govern-
ment.

Overall, the access, the discharge planning, we are very much in
favor of these approaches. We think there are enough studies that
have been done. A lot of things are already studied to death, and
we think that in many cases you should move ahead instead of just
calling for another study when these studies are already there. We
recommend that this bill be approved and passed, and we commend
you and Senator Heinz and the Senate for focusing on quality be-
cause that is what we are concerned with as well.

And I would be happy to answer any questions on my testimony.
Senator DURENBERGER. Thank you. Ms. Cushman?
[The prepared written statement of Mr. Owen follows:]
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Wr. Chairman, I am Jack h. owun, I-xt .tveut %ice I'resi(Ient of the ,merican
Hospital Ass:)ciati(Ai (AHA) and li)rector of the hashingtun office. on behalf
of ttie 5,oui institutional and 4(,0(i Ix:rsonai nenbers of the Association, I
am pleased to have this opportunity to discuss the quality) of hospital care
furnished to Meuicar; hereiticiaries.

In a few ;hort years, we have witnessed monunental changes in the way medical
services are delivered in thii country. Most of these changes have a coion
goal: to red ie the amount of inpatient hspital services and to increase the
proportion of services furnished in less intensive and less expensive
alternative sites so that Sewer national resources are devoted to medical care.

These changes have not occurred by chance. They hive been the result of
deliberate xi~ulcies of the Congress and the Department of Health and Human
Services, and by other purchasers of health services. In 1982 and 1983
Congress t()k decisive steps. First it created the Peer Review Organization
program to control the volume and quality of services furnished to Medicare
beneficiaries. Shortly afterward Congress revolutionized hospital payment by
creating the prospective payment system. (PPS), which attempts to achieve,
through the right mix of incentives, the specific goals that had seemed
unachievable through earlier attempts to control costs and utilization by
direct regulation.

Hospitals have responded. Hospitals are providing services more efficiently.
Changes in staffing patterns, continued reductions in length of stay, and
increased use of outpatient services have kept hospital inflation under 6
percent. In addition, reflecting the dramatic changes that have taken place
in health care delivery over the past three years, particularly the increased
reliance on outpatient services, hospital admissions have plunged.

Despite these evidently positive results, a great deal ot public attention has
been directed in recent months to the question ot %hether the quality of
hospital care has deteriorated under Medicare prospective pricing. It has
been alleged that hospitals have overreacted to PPS incentives by discharging
patients when they still need hospital care. S.2331, recently introduced by
Senator Heinz, is specifically addressed to the problems perceived to be
created by PPS's efficiency goals.

The AHA shares the Senator's concern that quality not be compromised on the
way to more efficient utilization of resources. That is part of the reason
the ANA acknowledged the need for external monitoring of hospital services in
its own policy statement on prospective pricing, and revised its formal policy
on the PSRO program. But the AHA has seen no evidence of wholesale
deterioration in the quality of services furnished to Medicare beneficiaries.
The incidents that have spawned this debate have been deplorable, and such
incidents need to be dealt with aggressively, but they have been isolated
cases from which wide-scale abuse and generalizations about poor quality
hospital care cannot be inferred.



357

thc PR(s, wbtch have been revivin . nearly hal -f aln %lditcare
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assess the adequacy of services furnished to Micare beneficiaries, hjavv
unctvt.rr. ver.> Ieu ta,.es ot "premature ai .,harge" or inadequate toiupialt
care. In order to detect premature discharges, I1<os have been rtquireu to
revi ew every c:ase of reatimission within !)even oaas ct hospitiliiat ilol. ilhv
have found few problems. In its recent review of MRO activity in this area,
the IkXpartment t iHeaith and thuiun Services' 0l6s) ftftice t Insixctor (,neral
(IG) found evidence of earl), discharge in barely more than 1 percent of tht
readmissions targeted for review, few o1 which implicated the hospital. At
least 97 percent of these discharges came about at the express oirv:t in ot
the patient or the patient's.physician.

there is no question that the average length of hospital stays has been
tlecreasing, a trend that began before ilmplementation of tPPS. In nd-lq3,
before PPS took effect, the average length of stay in hospitals began to
decline for Medicare patients, and even ore dramatically for patients under
65. As hospitals began to economize rnd to furnish services tmore efficiently,
length of stay feil more precipitously, but this trend appears to have
bottomed out. The rate of decrease slowed steadily throughout 198S, and in
the last quarter of 198S the average length ci stay for elderly patients
actually increased slightly.

let, the wide perception that our high-quality system of medical care is
deteriorating persists. 1he beneficiary reports that have fueled the uebate
on deteriorating quality reflect two distinct types of complaints--there are
those who believe that they have received inadequate acute hospital care and
those who have been unable to obtain needed post-hospital care. Underlying
both types is a great deal of confusion and frustration among beneticiaries
over the unrealized expectation that the Medicare progra,, will cover all their
health care needs, something Medicare was not designed to do and that current
changes imposed by the Medicare program render increasingly unlikely.

Medicare benefit design and payment policies do not reflect the complexity, ana
diversity either of patient needs or of the providers available to meet these
needs in today's environment. Medicare benefit policies were developed over
the past 20 years from a system of cost-based payment and an approach to the
practice of medicine that was oriented toward acute inpatient hospital care.
In a few short years, we have moved dramatically away front, both. Hospitals
are still the single most expensive component of overall medical expenditures,
but the emphasis is moving away from hospital treatment.

This push to limit hospitalization is taking place rapidly under strong
pressure by Medicare and other payers. For the patient, who has not
necessarily asked for things to be done differently, we may have come too far
too fast. Many payers, including Medicare, are making decisions about
t;eatment site based on the average patient, without taking sufficient care to
accommodate the unique needs of some patients. The criteria for making
level-of-care decisions are not well developed, and need to be refisied. But
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i t can tbe 6~ -le. In iov st ate v thec 1*0 oecc IJ rtc- I hat d I Ie tic r ~~ tvia iti n 'ihvir
.dicare would have to b dotie n an 'outpatient hisis, ,tIIuch physical ins in tInc
state bel ieved t, 'he iflp.ite tlr S.(A . A wurk itg ;Nirty ", n'.1 spital idicid
staffs f(rnmt- over the issue .nd worked with the 11ko to develop a set oft
criteria for dsi tiopai;hing ajprrojlriate frtwr inappropriate aidMISSIAiS for
hernia repair. But this is the exception. Most medical i-eview criteria hav1
nct been tested to assure their validity or reliability for the
Medicare-eligible population. : -

the ahility to substitute alternative settitigs for hospital care as a result
of technological advances requires a reassessment of the Medicare tenelit,
including restrictions--e.g., the three-day prior hospitalization rule for
access to skilled nursing (SSF) services--on access to non-tiospital care. 1-or
example, many patients now being treated surgically as outpatients nay need
further care at a skilled nursing level, but would be ineligible for Medicare
ayment of skilled nursing services because of the three-day prior
ospitalization rule. Others may begin home treatment though a home health

agency but find themselves unable to sustain home care and unable to get into
a SNF because medicare covers SMF care only as an extension of inpatient
hospital services.

Appropriate changes in the M&dicare benefit could promote the use of
alternatives to hospitalization at the sane time they could enhance the
availability of post-acute care. Congress should consider repealing the
budget neutrality provision that has impeded the Secretary of ItlS from taking
advantage of the authority to waive the tnree-day prior hospitalization
requirement in certain circumstances. At the same time, Medicare needs to
eliminate arbitrary barriers to the provision of neeieu services by
hospitals. Where post-hospital services are needed but appropriate facilities
are not available, hospitals should be able to provide the services and he
paid for them at the appropriate level.

One effect of PPS has been to call attention to the existence of many
different levels of medical need both within and between the current
categories of "hospital," "skilled nursing," and "home health" care. This
highlights the need to establish medical review criteria differentiating among
all levels of care, to identity providers capable of delivering each level of
care, and to assure continuity of care across all levels.

The AIA believes that the perceptions of deteriorating quality are rooted in
the changing way medical care is delivered. This is especially true when the
change carries with it some element of inconvenience to the beneficiary or
restriction on access to services that had not existed before when all
services were 'urnished within the hospital and all needed hospital care was
paid for. These changes will mean nore efficient delivery of services and may
be beneficial to the patient as long as the alternatives to inpatient
hospitalization are available and accessible.

This is not to say that nothing can be done to improve the quality of services
furnished to Medicare patients. The Medicare Quality Protection Act of 1986,
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intr Aticed last month as S.2331, takes some important steps toward audressing
the cwplex issues surrounding quality of Niediaare services under PPS. Ihis
bill would take three broad approaches to addressing the quality of care undvr
.Medicare:

, Modify PPS to aa)ust payments for the different types of patients
treated by different hospitals, which would help minimize the risk to
beneficiaries of premature discharge without jeopardizing the positive
incentives for cost control established through PPS;

* xpand the availability of post-acute care and the capability of
hospitals to place patients in an appropriate facility or to furnish
needed follow-up care; and

o Improve the quality assurance role of the PROs.

Although we would recommend some changes to the bill, the AHa agrees that all
three approaches will contribute to improving the quality of Medicare
services. Following are some comments on major provisions of the bill that we
would like the Committee to consider.

QUALITY IN ACUTE IJSPI1AL SETTINGS

Refinements to PPS

Because PPS establishes a price per case according to diagnosis and procedure,
providers are given incentives to produce and use hospital services
efficiently. Theoretically, hospitals that do well under the system are those
that can lower costs and operate more efficiently. Efficiency can be improved
by increasing productivity, thereby decreasing the costs of services, or by
increasing clinical efficiency--shortening average length of stay and
decreasing the use of marginal services. This was the intended result of
PPS. If this-intended result is to be achieved, the Diagnosis Related Group
(DRG) system must accurately reflect the costs of treating Medicare patients.
The AHA has expended considerable energy in an effort to call attention to the
limitations of IRGs and to develop methods of setting prices that will not
penalize hospitals for treating severely ill patients.

Because HCFA has never been able to demonstrate that DRGs do, in fact,
adequately reflect the resources required by patients for the treatment of
their illnesses and injuries, the question is now raised whether reductions in
cost that have been achieved by hospitals in the past two years are the result
of increased efficiency or of a reduction in the provision of needed services.

The proposed legislation calls for HIlS to develop and submit a legislative
proposal to refine PPS to assure that prices approximate the cost of
efficiently provided and medically necessary care, and to account for severity
of illness. he would wholeheartedly support an attempt to refine the IRG
classification system so that fair payments are made for the treatment of
well-defined and homogeneous groups of patients. The efficiency goal of PPS
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can be appropriately met only when the assunptiuns underlying the incvntivu
structure--that payments will be based on averages uclining unitorn groups ot
patients--are met. 1he proposal to require the Secretary to study L06s is a
step in the rigot direction, but it dOeS not go far enough.

In developing its proposal, tIS should be required to demonstrate %hether
differences in average costs anng hospitals stem fron, differences in
efficiency, in which case they are not a cause for concern, or trom
differences in patient neos. ItfiS finds that cost differences are not due
to differences in efficiency but to the treatment of different kinds of
patients, a further step should be taken.

The AA encourages exploration of %ays to account for severity of illness in
the IRG classifications, but given the practical limitations of existing
severity indicators, A recommends that (.ongress give serious consideration
to alternative methods for more accurately pricing services. The AIA believes
that its iRG-specific price blending proposal is the oest and most inueLdiately
accessible solution to the problem of accounting for severity. The AhA is
currently examining other solutions to compensate for the defects of DRGs and
to create positive incentives for the treatment of patients with unusually
high medical needs (e.g., outlier price adjustments)and encourages Congress
to do the same.

The proposed legislation sets a January 1, 198b% deadline for the HHS report.
This should be moved up to 1987. On January 1, 11988, fully two-thiros of all
hospitals will be paid at uniform national rates, the remaining third to
follow within six months. By this time the ill effects of inadequate
compensation will already be keenly felt. Because there are feasible
alternatives such as the AIIA proposal that could be implemented quickly, ano
because of the urgency of the problem, the earlier date is preferable.

Enhancing Beneficiary Understanding and Appeals

As noted above, one of the important causes of beneficiary complaints is wide
misunderstanding by both beneficiaries and providers of the LRG-based system,
the scope and limitations of Medicare coverage for hospital and post-hospital
services, and the beneficiary's rights to appeal hospital and PRO coverage
decisions. The legislation proposes two amendments to the Medicare statute
that would increase beneficiary understanding of Medicare coverage
determinations and appeals.

First, it would require hospitals to distribute notices informing
beneficiaries about their rights to hospital and post-hospital services. An
existing provision in the regulations governing the PRO program led to the
development and distribution of a similar '"essage from Medicare" that
hospitals were instructed to distribute to all Medicare patients earlier this
year. AHiA agrees that the inability of beneficiaries to obtain clear,
cohterent information from Medicare is a significant problem and has cooperated
with HCFA and congressional staff to make information available.
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In .scribn+ the ti.nvfi+ ia'" t v, -. ttar, 4t u10 alsu ioe requ .red
to highl ight the l :mitat i,+ns . .W altt. e .a .,V iml ts ,oi by the Med care
statute for ho,,pi ta1 and post-hi tI'ATV11, # ect . V re e r iCeS, is well as
,dmilstrat i ve 1 iitat lns impuscu (N the ,ua- r ro, (rm (e.g., I ml mtat ens
on access to, acute hes, t.1ital cart: thr tqJi -t .,blsheu acute care
criteria). Hospitals, after all, do not establish such limitations; Medicare
doe,;.

lo enhance heneficiarv understanding of M4edicare appeals, the bill iould
incorporate existing procedures under IPS regulations for hospitals ina
beneficiaries to obtain a PR4o review whcn the hospital determines that
continued in-hospital treatment is no longer necessary. The proposal wtult:
clarify that the patient has the right to a 1*0 review of the hospital's
determination; shorten from three !orkin days to three calendar days the
amount of time the PRO would have to per orm an expediteT Wreviet requested t
a beneficiary who is still an inpatient; and expand to three days the time a
hospital must allow, before billing a beneficiary for unnecessary inpatient
care.

'.e support the clarification of the patient's right to a Medicare Coverige
determination by the PRU within three calendar days. It is not in anybody's
interest to prolong the wait for a definitive Medicare coverage decision W
the appropriateness of the discharge, which can only be rendered by tme Pt,
and which, in the vast majority of cases, will agree with the uetermihation <f
the attending physician and the hospital's utilization review ccwrittee. ]he
ARA believes, however, that two days are sufficient time for the patient to
arrange for post-discharge care. Expansion of the grace period , to three cays
w)uld be inconsistent with past practice under per-dmiei pa),Dent, when Meuicare
generally allowed one or two days to arrange post-hospital cartjand with the
PRO law, which allows the PRO to authorize Medicare payment fpt .i rximm ot
two days for making post-discharge arrangements. it should ael% bo irade cIltar
that the additional days spent in the hospital without patiip IMlility are
granted only for the purpose of arranging post-hospital care.

Iwo days should also be sufficient for the PRO to perform its review of the
appropriateness of the physician's discharge order. If it is not, then
changes in the organization ot the PRO program are in order to allow review to
be performed closer to the place where care is delivered.

In S.2331, Senator Heinz has suggested two additional statutory amendments
that would greatly enhance public awareness of Medicare rules and would
increase the public accountability of the Department. First, the bill would
require 1*S to adhere to Administrative Procedures Act requirements for public
review and comment on all Medicare and Meoicaid regulations. Furthermore,
the bill proposes that HHS be required to publish a notice in the Federal
Register whenever it issues a substantive guideline or program instruction to
fiscal intermediaries, including instructions for obtaining them. The AHA
encourages the adoption of both suggestions, although we would recommend
extending the notice requirement to guidelines or instructions issued to PROs.

V 1
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Hospital u.lity Assurance

1he legislation calls for INS t study tle .edVqlkdY otU tiv k u :rv condIt i vns
of participation and to report to Congress within to years oni the results,
d.tefrring any chan.cs in the current conditions that NOy AtVC t thM. tUallity Ot
hospital care until the study is completed.

AJMA encourages evaluating the relationship between the condittons .tnu the
quality of hospital care. Such evaluations ot existing regulations N.ulu t)c
performed routinely, and in the case of the conditions of participating,
,Medicare periodically does just that to assess the deemedd status" granted to
those hospitals accredited by the Joint Conmiission on Accreditation fJQ Jt).
on the basis of a substantial reevaluation undertaken several )cars ago,
Medicare concluded that major revisions were necessary. 1hese were proposed
in 1983. Public comments on the proposed revisions have been under intensive
review for more than three years.

The proposed revisions to the conditions of participation are a consioerable
achievement in regulatory reform. Outdated structural requirements a'e
replaced with process and outcome standards that more specifically address the
quality concerns of the Medicare program. For example, these revisions in
their final form contain a new quality assurance standard that would require
hospitals to perform discharge planning, a function that is not currently
required and that S.2331 proposes to establish as a required hospital
function. These rules, once finalized, will enhance, not diminish, the
Medicare program's quality oversight, and would accomplish one of the spectuic
goals of the proposed Medicare Quality Protection Act of 196b. lmpe(iing thte
publication of these rules would be self-defeating, he would strongly oppose
any attempt to restrict promulgation of the proposed revisions to await a
study that has, in effect, already been completed, and whose results are now
waiting to be implemented.

Hospital Provision of Extended Care Services

The bill would require IlS to study the treatment of "administratively
necessary days" (ANDs), days spent in the hospital awaiting placement in a
skilled nursing facility (SNF). The study would determine the extent to which
current prices include and adequately reflect the actual costs of providing
these services and whether additional payments should be made for them. [he
bill calls for any additional hospital payments to be "budget neutral."

The AHA favors the elimination of barriers to the hospital provision of needed
pcst-acute services when SNF placement is not possible, and would support
payment to the hospital at the SNF rate for the additional days of non-acute
service. In testimony before the House of Representatives on this
legislation, Senator Heinz himself agreed that the SNF rate of payment would
be reasonable and that adherence to budget neutrality in this case would be
unfair. As a result of the increasing scarcity of available Medicare-covered
SNF services, hospitals are more often keeping patients who do not need acute
care in the hospital without any additional payment by the Medicare program.

t
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This provision should be expanded to require the Department to consider ,ats
to enhance the ability of hospitals to furnish post-acute services W1,ile
ensuring payment for any additional services hospitals may provide.

However, the A1ia would oppose attempts to make additional payments 'biAigvt
neutral." over the past two years, inflation on the one hand and the
inadequate Medicare price increases on the cther have confronted huspitdls
with a real decline in payment levels of nearly 8 percent. Additional amounts
for MJ)s cannot he wrung out of existing payments. The provisions snioult %ay
simply that payments will be made under Title XVlIl and will be separate from
per-case arid any outlier payments.

ACLSS TO APPROPRIATE P 05l-ACUJT CARE

Required Discharge Planning in Hospitals

1he proposed legislation would make discharge planning a required hospital
function. It would further require the Secretary to develop guidelines and
standards for discharge planning, and specifies how the function should be
structured.

The AIA has long encouraged the development of effective discharge planning
programs. Discharge planning can improve the quality of patient care
planning, increase the efficiency of the provision of hospital services,
round-out the continuum of care, and assure appropriate discharge placement.
As noted above, proposed revisions to the Medicare Conditions of
Participation, which the AHA supports, include a required discharge planning
function for hospitals. If these regulations were published, the legislative
amendment would not be necessary. However, the AHA considers discharge
planning essential for maintaining high-quality hospital care, and would not
oppose a legislative requirement that such services be provided.

Waiver of Liability

AHA understands the reasons for maintaining a measure of security under the
waiver of liability provisions for home health agencies (ilAs) and skilled
nursing facilities (SNFs). The waiver of liability provisions in Sec. 1879 of
the Social Security Act protect beneficiaries and providers from financial
liability when it is determined after the fact that services rendered would
not be covered by Medicare. The proposed provisions would prevent the
implementation for ItHAs and SNFs of new administrative procedures that have
been adopted for determining whether hospitals should be paid under the
waiver. Such procedures are expected to erode the protections intended by the
legislation.

Hospitals, too, currently operate under a great deal of uncertainty regarding
Medicare coverage and payment for services that the hospital has already, in
good faith, provided. If Medicare coverage criteria were clear cut, the
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%alver would serve little purpose. ~iut the covtratv issues djcijaue bv tie
PRos are anything but clear cut, as evidenced by the uude discrepancies
between what the "SuperPRO" (an organization contracted to review the accuracy
of 1110 decisions) and the PROs believe appropriate. hnen tnis uncertainty is
coupled with severely diminished acces-, for hospitals to the waiver ot

liability, hospitals bear a significant financial risk for erring on the side
of safety, for choosing to admit a patient when coverage is in doubt. If
Congress wishes to change incentives to add further protections for
beneficiaries, it should reinstate the use of the favorable presumption to
preserve a safety margin for hospital errors in coverage determinations as
well.

PRo Appeals

The AHiA enthusiastically supports Sec. 207, which would allow providers to
represent beneficiaries in their appeals of Medicare coverage decisions, and
would allow providers and practitioners to appeal aumanistrative or technical
denials and any other denials of Part A claims. We hope it would be clarified
to indicate that providers and practitioners should have access to appeal any
payment determination beyond the reconsideration by the PRO.

Reports on Quality Assurance

In expanding the scope of INS' annual reports on PPS to include information on
the quality and accessibility of post-hospital services, the AHiA suggests
thatSec. 208 be amended in two ways. First, the report should require an
assessment of the role hospitals should play in meeting the needs of
beneficiaries for post-acute care. Second, in its review of the impact ot PPS
on the quality of patient care, HCFA should be required to investigate broadly
the impact of PRO review and coverage policies --n the quality of services
available to Medicare beneficiaries. For example, PRO contracts have placed a
great deal of emphasis on treating certain medical conditions on an outpatient

sis; at the same time, HCFA has adopted a policy not to allow PROs to
consider social factors like the availability of family support at home or the
distance of the patient's home from the facility in making admission decisions.

The Prospective Payment Assessment Comission (ProPAC), created by Congress to
oversee PPS, has conducted a preliminary investigation of the impact of PPS on
the quality of Medicare services. ProPAC found that the drop in length of
stay occurred in the provision of routine care, not the care provided to the
most seriously ill patients, and the level of ancillary services has not
changed substantially under PPS. ProPAC concludes that the problem of earlier
discharge may be more a problem of the availability of Medicare coverage for
post-discharge care than the inadequacy of hospital services provided.
Moreover, despite marked increases in hospital reported discharges to home
health or skilled nursing facilities, Medicare coverage of home health and SNF
services has not increased commensurately. Finally, ProPAC suggests that the
impact of Medicare-enforced shifts to outpatient services should be analyzed
for their impact on the quality of care.
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Congress created the PROs to provide hoth utilization ind quality control for
Medicare services. Although the first PRO contracts f "ised heavily on
utilization control--reuuct ions in hospital admission--tHaA has revised the
PRO review plan to place more emphasis on the review of hospital discharge
over the next two years.

Congress recently enhanced the PROs' ability to address quality problems
through payment denials, but may have inadvertently made it more difficult tor
PROs to devote appropriate energy to quality review. ihe Consolidated (m:ibus
Budget Reconciliation Act of 1986 significantly adds to the PRO worklodu,
requiring W) and some outpatient surgery review beginning in 19l67. At the
same time, budget reductions under Gramm-Rudman will sharply reduce the amount
of funds available for PRO review.

The AlIA has often stated its view that the PROs can be an effective means of
addressing quality problems, but only if:

o they can develop reliable criteria by which the quality and necessity of
services can be effectively screened and objectively judged;

* they are given the flexibility to focus on providers with demonstrated
patterns of inapproporiate behavior;

* they are sufficiently funded to pursue educational interventions, and if
these fail to produce more desirable behavior, appropriate sanctions; ano

* PRO decisions are subject to review and appeal by some entity other than
the PRO.

The AA is very encouraged by provisions in the proposed legislation that
would increase PRO accountability by enhancing the ability of beneficiaries,
practitioners, and providers to appeal PRO decisions. Other provisions,
however, would not necessarily be taking the PRO program in the right
direction.

Hospital Data Submission

Sec. 301(a), which would amend Sec. 1153 of the Social Security Act to require
hospitals to supply data directly to PROs to expedite the review process, is
unnecessary and would be wasteful and counterproductive. There is no need for
a separate data-collection cycle for use by PROs because the information they
need to initiate review can be obtained through the billing process. Current
problems in the timing of PRO review are generally the result of poor data
coordination between the PROs and the fiscal intermediaries. This provision
should be revised to bind the fiscal intermediaries to more timely submission
of data to the PROs.

Readmission Review

During the first two years under PRO review, PROs have been required to review
all cases of readmission within seven days of a prior hospitalization.
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According the the ItS Office ot Inspector General, which recently invest igatea
this review activity, only 1.4 percent of those cases reviewed were found
worthy of further study. Only 60 percent of these--less than I percent of
readmissions reviewed--reflecteo potential quality concerns. researchers
looking into Medicare readmissions have found that they are often the result
of chronic illness among the Medicare population, and often reflect the uwr*t
need for supporting social services outside the hospital. Ior example,
surgery patients were found less likely to be readmitted, while the Oisatled,
Medicaid-eligible, and rural beneficiaries are more likely to he readaitteu.

Sec. 301(b) would require PROs to review readmissions within 31 days. '1his is
far too long a period to capture true cases of "early reawiission." hhile
existing evidence strongly suggests a need for discharge planning, it does not
suggest that readmissions are linked to widespread quality problems. It is
unlikely that casting a broader net than that proposed for the next PRO
contract period--POs will review all readmissions within 15 days of
hospitalization--will do anything more than highlight the need for Medicare to
address the special problems of its chronically ill beneficiaries. If
readmission review is to be required, readmissions within 15 days would
adequately capture cases of "early" readmission.

Data Disclosure by PROs

Sec. 305 would expand the list of organizations with access to information
held by PROs on providers or practitioners beyond the state and federal
agencies currently entitled to PRO information under Sec. 1160 of the PRU
statute. The Secretary would appear to have-broad discretion in determining
who meets the definition of "State ombuosmen and State protection and advocacy
officials" who would be eligible under the proposed legislation to receive
confidential PRO information. Given the uncertainty as to precisely who would
be entitled to receive this information, we would oppose this provision since
it does not offer adequate confidentiality protections. PROs are already
required to share information with state licensing and public health agencies.
and are free to make public their conclusions about the quality of care in any
hospital as long as they do not release confidential quality information.

CONCLUSION

In closing, Mr. Chairman, the ARA wishes to comend the efforts of both of the
primary sponsors of this legislation in their attempt to focus attention on
the operation of Medicare PPS and its relation to quality of hospital
inpatient care, as well as the availability of covered post-acute care for
Medicare beneficiaries. We look forward to working with the Committee to
modify certain portions of the bill so that it will lead to improvements in
PPS for both Medicare beneficiaries and providers.
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STATEMENT OF MARGARET J. CUSHMAN, M.S.N., R.N., EXECUTIVE
VICE PRESIDENT, VISITING NURSING AND HOME CARE, WA.
TERBURY-HARTFORD, CT; ON BEHALF OF THE NATIONAL AS.
SOCIATION FOR HOME CARE
Ms. CUSHMAN. Mr. Chairman and members of the committee, I

am Margaret Cushman. I represent the National Association for
Home Care. We commend you for holding this important hearing.

The implementation of the hospital prospective payment system
has had a dramatic impact on home care agencies, both in terms of
the acutely ill patients being discharged to home care and the
numbers. There have been numerous studies cited today; there are
additional ones in my written testimony to support that fact. De-
spite the documented increase in the demand for home care serv-
ices created by the DRG system, the Health Care Financing Ad-
ministration has sought to curtail the Medicare home care benefit.

They have done this citing the increase in the need for home
care as the very reason for curtailing costs. The new cost-limit reg-
ulations published last year disallow aggregation. Without being
able to aggregate costs, the agencies' management flexibility is se-
verely limited. As a result, high technology and other costly serv-
ices are being limited or not offered at all, and certain types of pa-.
tients, particularly in rural areas, may not have access to care.

Further, per publication of the new cost limits last Friday, the
Health Care Financing Administration is using 1983 data for deter-
mining the July 1, 1986, cost limits to be calculated at 115 percent
of the mean or visit costs.

That poses a serious problem because the 1983 data did not con-
tain the information related to the impact of DRG's and the imple-
mentation of the new forms that home health agencies are now re-
quired to use. In addition, under the Gramm-Rudman-Hollings Act,
HCFA's intermediaries have been instructed to withhold 1 percent
of claims and provide interim payments for home care agencies.
This is particularly devastating to home health agencies as they
are cost-reimbursed and have no way to recover a 1-percent loss on
costs.

Third, there are restrictive interpretations of the "intermittent
care" requirement. "Selective billing," where fmcal intermediaries
are advising home health agencies who have patients receiving
payments under Medicare that they may not be eligible for Medi-
care coverage if additional coverage is needed and received from
other sources of payment, including self-pay, is a related problem.

And finally, delays in the processing of home health agency
claims are crippling agencies. There is a report of March 19, 1986,
to Congress prepared by our Association called 'The Attempted Dis-
mantling of Medicare Home Health Care Benefit." We would be
pleased to make it available to you for part of the record of this
hearing. It discusses, in addition to what I have talked about today,
other devastating attempts to cut the home care benefits.

The Medicare Quality Protection Act of 1986, S. 2331, is legisla-
tion that will go a long way in improving the quality of care for
Medicare beneficiaries and assuring that they are cared for in an
appropriate setting. We are pleased that the provisions include
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items which facilitate appropriate transfer from hospitals to home
health agencies and other settings.

We support the legislation and will assist in working toward its
enactment. Particular provisions we support include requiring dis-
charge planning as an integral part of the process in all hospitals,
extending the waiver of liability coverage to so-called technical de-
nials, particularly as it relates to homebound or intermittent care
requirements, and the provision which would make the waiver of
liability permanent. We agree that we need to take a closer look at
examining and developing a better uniform needs assessment in-
strument which would help to determine Medicare coverage of
home health agencies' services.

And probably the biggest problem facing home health agencies
and beneficiaries today is the delay in payment and the need to
speed up claims processing. In addition to S. 2331, we recommend
other corrective legislation be enacted to ensure the availability
and quality of home care services, including those submitted by
Senator Heinz-S. 778 and S. 2494.

Senator DURENBERGER. Thank you very much. Paul?
[The prepared written statement of Ms. Cushman follows:]
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Mr. Chairman and Members of the Committee:

My name Is Margaret Cushman. I am the Executive Vice President of
Visiting Nurse And Home Care, serving the Hartford-Waterbury
region of Connecticut. I also serve as the Secretary of the Board
of Directors for the National Assoclat-ion for Home Care (NAHC),
and as the Chairman of NAHC's Government Affairs Committee. NAHC
Is the nation's largest association representing home care
professionals and paraprofessionals with approximately 3,000
member organ Izations. On behalf of these organizations, I would
like to commend you for holding this Important hearing.

The Implementation of the hospital prospective payment system has
had a dramatic Impact on the home care Industry, both In terms of
the acuity level and the number of patients needing home care
after a hospital discharge. In addition to the volume of
anecdotal evidence from home care providers relating ihat patients
are being released from hospitals quickerr and sicker" since the
Implementation of ORGs, there have now been several studies
documenting this occurence. In response to a request by Senator
John Heinz, Chairman of the Senate Special Committee on Aging,
the General Accounting Office (GAO) prepared a report which
concluded that under the ORG system, patients were In fact being
released from hospital patients to home health agencies (HHAs) had
Increased In over 83% of the agencies surveyed. Last year, the
Eastern Washington Area Agency on Aging (EWAAA) In Spokane,
Washington conducted a study on the effects of DRGs on community
based aqencles in Eastern Washington State. This study concluded
that home health agencies are bearing the brunt of the effects of
earlier discharges under the ORG system. The study found that
under the ORG system, the number of reimbursable home visits rose
27% for urban home health providers, based on six month data for
comparable periods during 1983 and 1984, and that professional
nursing visits rose 37% In urban areas and 18% In rural areas. In
response to the Increased acuity of patients being seen In the
home, the study found that home care providers are:

Purchasing or planning purchases of more sophisticated
equipment such as Intravenous pumps and hospital beds.

Securing training for personnel on topics ranging from
the use of more sophisticated medical equipment and
devices to the performance In the home of complicated
nursing procedures.

Experiencing an Increase In the use of traditional
nursing supplies such as skin care products, gauzes,
Irrigation sets, and Intravenous kits.

3
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Experiencing an increase in the demand for the delivery
of rehabilitative services, especially speech and
physical therapy services.

Experiencing an Increase in the growth of staff nurses,
aides, and office personnel. At one agency, the number
of full-time RNs rosn from ii to 45 between June 1983
and June 1984, home health aides Increased from 17 to 25
FTEs, and physical therapy staff increased from one to
two members.

A study conducted by the Home Health Assembly of New Jersey
documents similar results. In 1980, New Jersey became the first
state to Implement a prospective payment system for hospitals
based on DRGs. The New Jersey study found tnat:

1. TBRItinacl aA~1n__aao taao_ aac_±

New Jersey's hospitals wore phased Into the DRG system over
a three year period: 1980, 1981, and 1982. According to the
New Jersey Health Department the average length of stay In
1979 (pre-DRG) for the seven most common types of I lconsed
hospital beds was 7.43 days; this figure dropped to 7.0 days
In 1982 and decreased further, to 6.39 days In 1983. (By
comparison, the Department of Health and Human Services
reports a reduction in average length of stay In the
Medicare program from 9.5 days to 7.5 days after the first
full year of the federai prospective payement system.)

In a data report, compiled In cooperation w~th the New
Jersey Department of Health, the Home Health Agency
Assembly of New Jersey found that the number of admissions
to home health agencies from hospital Jumped from 61% to 68$
of total admissions between 1980 and 1981, the first year of
phase-in for the DRG system in New Jersey. Since -181,
hospital referrals have remained a constant 67% of total
admissions for home health care. The net Impact of the DRG
system Is an Increase of 8,000 admissions to home health
care in 1983. There were a total of 133,000 persons served
by home health agencies in New Jersey in 1983.

2.

Over the same four year period during which the average
length of stay steadily dropped, the number of high
technology services offered by home health agencies grew
dramatically. According to 1983 data, the following
services were offered by a significant number of home health
agencies.
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TYPES OF PROGRAMS AYAILAP&E (1983)

NUMBER PERCENT
Home Catheter Care 50 98.0
Tracheostomy Care 45 88.0
Intravenous Therapy 26 51.0
Respiratory Therapy (MIA Respirator) 17 33.0
Chemotherapy 13. 25.5

3. I.J~ aiLAgE0 LftsA.a_.gAairgr_.gLgaenahign
tLQgmaat-htu&LgAiha.orar.aj uIn..

The trend to expanded hours of operation, both business
hours and service hours, Is. the most striking change in
home health agency operations since the Implementation of
the DRG system. Eighty-two percent of home health agencies
In New Jersey schedule admissions and visits seven days per
week, and virtually all agencies provide emergency phone
and referral service around the clock. Four years ago,
only f.1 of the agencies offered evening and weekend
coverage.

Other studies nave been released recently that provide further
evidence that DIGs are causing earlier discharges of patients who
often have not been given sufficient time for Cbnditlons to
stab I IIze. A study of data from the Health Care Financing
Administration, conducted by the Senate Special Committee on
Aging, reported a 1_1 Increase in discharges from hospitals to
HHAs because of ORGs. A study by the Southwest Long Term Care
Gerontology Center observed a Llfil Increase In HHA skilled nursing
services that had to be provided after DRGs. University of
Virginia researchers reported on the ZZl Increase in the
intensi-ty of home care services needed by beneficiaries because of
ORGs. In a survey recently conducted by NAHC of 2,100
Medicare-certified HHAs, 221 responded that ORGs had resulted In
a sharp increase In the number of sicker patients requiring
Intensive medical or nursing care. Finally, the Office of the
Inspector General released a report In March, 1986 finding that
"it Is apparent that occurrences of premature discharges and
Inappropriate transfers do exist." There is no longer any
question that ORGs are having a very significant effect on the
need for more intensive home care services.

Despite the documented Increase In demand for home care services
created by the DRG system, the Health Care Financing
Administration has sought to curtail the Medicare home care
benefit, citing this very increase In use of home care services as
justification for developing excessively stringent regulations
and policies to govern the home health program. The following
administrative actIons undertaken by HCFA illustrate some of the
impediments to the delivery of home care services to Medicare
benef iciar Ies:

5
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On July 5, 1985, HCFA published a final rule which radically
altered the way In which home health cost limits are
calculated under Medicare. While cost limits were previously
set at the 75th percentile of aggregate agency costs, the
rule required HHA limits to be set at 120% ot the mean of
visit costs in six separate disciplines, explIcity
disallowing aggregation, or, averaging out, of these costs.
Without being able to aggregate their costs, agencies
management flexibility is being limited; high technology and
other costly services are being severely limited or not
offered at alI; new and rural agencies are being hard hit;
agencies are being forced to deny access to "heavy care"
patients; the level of paperwork has Increased dramatically;
the quality of care is suffering because agencies can no
longer offer a full range of services from a total patient
care approach, are being forced to dismiss their tenured
employees and hire less experienced personnel; and the amount
of indigent care received is being reduced sharply.

Further, NAHC has recently learned that HCFA Intends to use
FY 1983 data for determining the new July I, 1986 cost
limits, to be calculated at 115$ of the mean of visit costs.
This poses a serious problem, since the FY 1983 data does not
take into account the Impact of the DRGs, the Implementation
of the new forms HHAs have been required to use, or the 34%
increase in the number of new agencies providing service be-
tween 1983 and 1984 and the resultant change In the case mix.

2. wm:aUdma:UiLng _Iuia

In order to enforce the Gramm-Rudman-Hollings Balanced Budget
Act 1 percent Medicare benefit cutbacks, HCFA's intermedi-
aries have been Instructed to withhold I of claims and
periodic interim payments (PIP) for HHAs beginning with bills
showing services rendered on or after March 1, 1986 and until
September 30, 1986 -- the balance of the federal fiscal year.

The 1 percent cuts are particularly devastating to HHAs since
they are !Qij _r_ .LJA1g , and have no way of making up the
loss. In effect, HHAs are being required to subsidize the
Medicare program. These cuts, combined with the lowered cost
caps and the Inability of HHAs to aggregate costs, are
paralyzing HHAs' ability tc deliver a full range of quality
services to beneficiaries.

6
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In order to qualify for Medicare home care benefits, a
patient must be In need of "Intermittent" as opposed to daily
24 hour-a-day care. The present guidelines allow for daily
visits for a maximum of three weeks. Thereafter, visits may
be continued upon a showing of exceptional circumstances.
Moreover, the guidelines have permitted more than one visit
to the same patient on the ame day, perhaps one visit from a
nurse and another from an aide depending on a showing of
need. Information collected from a number of states
Indicates that various restrictive interpretations of the
term "intermittent" are being Imposed by some Intermediaries.
In some Instances, it has been used to bar more than one
visit to art Individual a day regardless of the Justification.
In other Instances, c lI ents who are In need of and who
receive services 5 or even 3 days a week are being deemed as
in need of daily care and therefore not compensable. There
are even reports that such determinations made In the present
based on restrictive Interpretations are being applied
retroactively resulting In retroactive denials.

The Irony Is that hospitals are discharging more clients who
are In need of intensive nursing, physical therapy and other
services into the hands of home care agencies who are being
told that they cannot care for them because they need more
than intermittent care. With the hospital prospective
payment plan in effect, the problem has been exacerbated.
with patients being released from hospitals more quickly and
in sicker condition.

Definitions of what constitutes "intermittent care" vary
tremendously, depending on the fiscal Intermediary's
interpretation. As a result, Medicare, which Is supposed to
be a nation3l program, Is not enforced uniformly and what is
covered for one beneficiary In one state Is not covered in
another state.

4. QtBntt

Fiscal intermediaries - with the approval of central HCFA's
Bureau of Eligibility, Reimbursement and Coverage -- are
advising HHAs that if patients are receiving coverage under
Medicare, in many cases they cannot receive additional
coverage from Medicaid, or any other payment source (private
insurance, self-pay, Title XX, etc.). For example, If
patient A is receiving 3 hours of nursing care and 2 hours of
aide care for 3 days a week paid for by Medicare, and he or
his family wants an additional 2 hours of nursing care on the
other 2 days which will be paid by concerned relatives,
Medicare intermediaries will deny the Medicare coverage.
Th;s either will result in no care, limited care, or the
forced institutionalization of -an individual whose family
cannot sustain him at home If Medicare refuses to pay Its
fair share.

7
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Medicare's logic for such denials is that f a person
receives care beyond what Medicare wil I cover, then the
person needs more than "intermittent care" and is Ineligible
for Medicare coverage. lhus, Noedicard is seeking to both
prescribe the need (i.e., tthe limits of intermittent care)
and to be second payor. This approach limits the
availability of service to beneficiaries and the availability
of payment sources to benf iclaries and HHAs. FurthermoreI
the Medicare intermediaries will deem this a "technical,,
denial depriving the HiIA of a riqh of appeal.

One of the biggest problems facing HHAs under Medicare
concerns widespread, extensive delays in the time it takes to
receive payment or a coverage determination after the claims
have been submitted. Delays of well over 120 days have been
reported this year by home care prove i ders throughout the
country. The resultant cash flow problems that this has
caused has rendered numerous prove ; ders unable to meet their
payrolls. To date, NAHC has received reports from the states
of Texas, California and Illinois that several providers were
forced to put their agencies up Ior sale because of thIs
problem. In a survey conducted recently by the Louisiana
Home Health Association, 18 percent "oi the respondents
reported that they had not received Medicare payments in over
120 days. Two agencies reported that they were owed more
than $300,000 each. Similar examples from at least 20 other
states have also been documented.

In an effort to get uniform natrLonal jatg" on the extent of
this problem, NAHC is In the process.of completing a
nationwide survey on the* HH claims payment delay problem.
With 237 agencies across. the country responding so far:

U- -at__ a l reported thet, since September 1, 1985,
they have QiJ L .41.LI i [@At4 in the time it
takes Medicare to 0ay a claim.

Z*..-4c at report that, d0rlng the past 6 - 9 months,
the Q .. jqgLgq_jJuM2 -bet.ween the oate claims are
submitted and the date payment or denial is received
I s ZjMgan1AAt2LM..1gf .

The cash flow problems caused by these delays are having a
more significant adverse effect in the home health area than
for any other type of health provider. This is true for four
reasons: (I) Claims processing delays were already longer
for HHAs than for other providers. The HCFA "Intermediary
Bill Processing Time Report" shows that the time taken to
process bills for HHAs exceeded those of inpatient,
outpatient, and skilled nursing facilities; !2) HHAs rely on

8
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Medicare payments, on average, more than other health care
providers. Medicare accounts for approximately two-thirds of
HHAs' revenues, with many agencies relying 100% on the
program; (3) HHAs tend to be smaller businesses than other
health care providers, making it more difficult to borrow
money against capital and (4) HCFA has vastly Increased
administrative and other costs to HHAs over the past year
while reducing total reimbursement rates. Hospital DRGs have
also resulted in patients needing higher acuity, more
expensive home care services, while HCFA continues to use FY
1983 data (Just before DRGs went Into effect) for computing
cost limits.

After an agency submits a claim for payment, it continues to
provide Medicare services even if payment is delayed
extensively. If the claim is denied months after it is
submitted, the agency may well have Incurred additional
expense for months of additional services. However, the
agency Is not permitted to turn around and bill the patient
for the services rendered. Rather, the facility must take a
loss, or "eat" the cost. Thus, when coverage determinations
are delayed, thousands of dollars worth of potential revenues
are lost; whereas, If determinations are made promptly,
within 30 dais, the agency has the option of billing the
patient for subsequent services and is not erced to take
such massive losses.O

A March 19, 1986 report to Congress prepared by NAHC,
entitled "The Attempted Dismantling of the Medicare Home
Health Benefit" chronicles the barrage of administrative
actions designed to restrict services and undercut the
benefit promised to senior and disabled citizens under the
Medicare 14w. We would be pleased to make this report
available to the Committee or to include it In the record for
this hearing. The report discusses, in addition to the items
previously covered, other Impediments to the delivery of
serv ice:

* New coverage compliance review criteria were issued in
December 1984, establishing review on a non-random
sample basis and placing Increased scrutiny on
"homebound" status and home health aide utilization.

A manual revision was Issued In April 1985 which allows
fiscal Intermediaries to use statistically invalid and
unreliable sampling techniques to select a sample of
claims for review to determine an agency's waiver
status.

9
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* A new set of "minimum data element" forms (HCFA Forms
4d5-488) have been implemented which wil Increase the
level of claims undergoing medical review to over 50
perceitt. Due io a poorly-designed set of computer'
specifications for use .n processing these forms,
intermediaries will be performing rhe increased further
level of medical reviews on a mainly manual basis, thus
further slowing down claims processing and cash flow.

* In the midst of implementing new data element and
billing forms, HCFA wili be Instituting a new regional
intermediary system shifting 85 percent of all HHAs from
their currant Intermediaries (there are 47 statewide
intermediaries now) to a regional system of ten
intermediaries.

U An accounting policy on "discrete costing" is in effect
which discourages HHAs from diversifying Into
non-Medicare program areas at the risk of having the
non-Medicare programs absorb a disproportionate share of
overhead created by the Medicare program.

H tCFA proposed, in President Reagan's FY 1987 budget, to
impose a copayment equal to one percent of the inpatient
hospital deductible. It implementated for FY '87, this
would mean beneficiaries would pay a $5.00 copayment for
each of their home health care visits.

* A January 1984 manual change prohibits beneficiaries
from designating IHA employees as thoir representatives
in claims denial appeals.

A policy has been instituted whereby HCFA, through its
intermediaires, can use a questionable sampling
methodology to sample claims and project the denial rate
to an agency's entire caseload resulting in a demand for
repayment prior to any appeals.

SHCFA will not pay for home intravenous antibiotic
therapy supplies, equipment or services.

* HCFA will pa Y for home intravenous chemotherapy
supplies, equipment and services only on a very limited
basis.

The Medicare Quality Protection Act of 1986, S. 2331, is
legislation that would go a long way in Improving the qualIty of
care Medicare beneficiaries receive and In assuring that they are
cared for in the most appropriate health care setting. In
particular, we are pleased that provisions are included which
would facilitate appropriate transfers from hospitals to HHAs and
Improve the administrative mechanisms for determining Medicare
coverage. NAHC supports the legIslation and wiII assist in
working towards its enactment.

10
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The following Is an analysis of Title II of the legislation:
"Access to Appropriate Post-Hospital Care." The analysis will go
through the Title section by section:

NAHC supports discharge planning as an integral process in
assuring continuity of care for Medicare beneficiaries and other
hospital fiatients. For those few hospitals that do not have a
formal discharge planning program, it is not unreasonable to
require it as a condition of participation. Absence of discharge
planning can create serious placement problems for those ready to
leave the hospital. It has become an Indispensable part of the
services provided by the hospital.

NAHC supports extending waiver of liability coverage to so-called
"technical" denials based on homebound or intermittent care
requirement%. These requirements are subject to the same vagaries
as the policies governing medical necessity detgrminations, which
of course, 3re covered by the waiver. The nature of these
"tecrinical" denials will be discussed in greater detail in the
analysis of Section 207.

A protlem that is likely to arise under this provision is that
Medicare coverage denials will increase to a level over 2.5 per-
cent of claims submitted. Therefore, many HHAs Could lose their
waiver status completely unless the 2.5 percent figure were
adjusted upward, since "technical" denials are not currently part
of the computation of the 2.5 percent. Since fiscal
intermediaries (FIs) have Increased the number of "technical"
denials as of late (for example, during the first quarter of 1986,
J11 of all denials received by providers In Oklahoma were
"technical", while in 1985, only 5I were "technical") extending
waiver in this manner will almost surely push the denial rate for
many HHAs over 2.5 percent. We, therefore, recommend that the
waiver threshold be raised to 5 percent for HHAs. This would make
the level equal to that for SNFs. There is no reason to make any
distinction between the two. With HHAs shifting to a system of
ten new regional Intermediaries, it is particularly Important thai
the waiver threshold be increased to 5% so that providers won't
lose their waiver as they adapt to the differing interpretations
of the Medicare regulations and guidelines for their new Fts. If
Section 202 is passed without increasing the threshold to 5%, the
net effect will be counterproductive, in that more and more HHAs
will lose their waiver status. We would also recommend that other
types of "technical" denials, such as failure to meet residence
requirements and denials for dependent services (i.e., home health
aide, medical social work) be Included under Section 202.

11
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The waiver presumption was placed in the law to protect prov,'cers
who, acting in oooc faith, coulC not hdve Known tnat servces
furnished to certain individuals would not be compensated. in
these cases, the Medicare program does nothlnQ more than make trie
provider whole.

In the home health setting, in or der fur an agency to be
compensated, its overall denial of claims rate must be less than
2.5 percent of the Medicare services given. Any agency which
exceeds this limit is not reimbursed irrespective of whether it
accepted beneficiaries and acted In good taitn. This requiement
forces an agency to ose due diligence in determining eligibi lity.

The Consolidated Omnibus Reconciliation Act of 1986 (COBRA)
included a provision which would preserve the waiver presumption
for ilAs for a year after the new 10 regional intermediaries for
HHAs are all operational. After this time the waiver would be
eliminated. NAHC strongly supports this provision which would
make the waiver of liability permanent. Eliminating the waiver
would serve to further undermine both the public and provider
confidence in the Medicare program. It would make accepting
Medicare patients a kind of "Russian Roulette" at a time when more
rather than less certainty and predictability is required.
Medicare beneficiaries are particularly concerned that the
elimination of the waiver of liability will reduce their access to
home health services and increase their out-of-pocket costs for
these services because providers will be discouraged from
accepting patients for all but those services sure to be covered.
Given the vague application of constantly changing guidelines,
directives, and regulations, It is difficult for HHAs to be 97.5%
perfect In their determinations of eligibility. Removing this
requirement would demand that they be 100% perfect in their
determinations or suffer accordingly. Again, NAHC believes
Congress should restore the more realistic 5% rate of permissible
error previously In law.

atitgn- Z zQ2xaQRat Q-Ufl fnit gQ-m_§QO-_Aa manilasftulat

NAHC agrees that we need to take a closer look at examining and
developing a better uniform needs assessment Instriment for
determining Medicare coverage of HHA services. The current mech-
anism results In inconsistent, arbitrary denials of coverage, In
part, because such terr.,s as "homebound" and "intermittent" are
so vague and open to many varying interpretations among FIs.

It Is all the more Important that we open up debate on this issue
because the types of patients HHAs are now seeing after a hospital
stay are much different from those that were seen when the
Medicare home health benefit was first enacted. For examp-e,
because DRGs are pushing people out of the hospital in a sicker,
more unstable condition than in the past, the "intermittent" care
requirement may no longer be appropriate.

12
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This requirement essentially demands that the patient must not be
"too sick". He or she must need care Intermittently, as opposed
to on a fuli time nasis. Patients who need care more frequently
than on an intermittent basis, are thought *o0 sick to oe cared
for at home and should be In a nursing home. This, of course,
makes no sense a a matter of public policy particularly in light
of the impact of DRGs. First, HHAs are presently caring for
individuals on a full-time basis when supported ty non-Medicare
payment sources. second, nursing home care ;S not a viable
option. Few people qualify for such care unJer Medicare. Third,
If neither home care nor nursing home .dre a-o avai ila le, the
ultimate effect is to leave individuals who ar e in r, t j cf health
care to fend for themsel ves.

WIthout question, current coverage guidelines and cr tur a must be
reviewed. There must be a better way to determine accurately and
predictatily whether a patient is In need of nome health services
under Medicare. The Advisory Panel and Report to the Secretary are
appropriate measures for addressing this issue, given the
complexity and lmportan-e of these deliberations.

As previously discussed, probably the biggest protflems facing HHAs
under Medicare at present concern widespread, extensive delays Ii
the time it takes to receive payment or a coverage determination
after the claims have been submitted.

We are pleased that t
problem. However,
defined. This vaquen
an expedited disposit
opposed to 120 days.
however, Is the lack
these procedures ar
mechanism, Fis wil
unreasonable delays
change in or addit
Program (CPEP) would
towards cost savin
provision. Rather,
paying interes' aft
Important provision
supports this section

his provision reflects a sensitivity to this
the terms "expedite" and "minimize" are not
ess weakens the intent of the Section, since
ion could be Interpreted to mean 90 days, as
Our primary concern with this provision,

of any enforcement mechanism to ensure that
e followed. Without such 3n enforcement
I be able to ignore this provision and
will continue. We do not believe that a
ion to the Contractor Performance Evaluation
suffice because the bias in this program

gs will still vastly outweigh any such
some form of financial incentive, such as
er 20 days, could be required to give this
some teeth. On the whole, however, NAHC

I.

NAHC considers Section 207 to be the most important provislOos for
home care providers in this legislation. It addresses two for the
most grossly unfair rules under the Medicare home health benefit,
which have plagued beneficiaries and providers alike.

13
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NANC continues to press for the rlght of a patient to elect to
have a Medicare provider represent r1m in the claims denial
process. The selection of a ,tlA as a rDenef c arv's representa-
tive was acceptable for many years unt .CFA ,suecd a revised
manual provision (Section 257A.1 - tilM-11) D -,ck no tthe exercise
of fair hearing rights for Med icare ,eneficiaries. These
individuals are frequently unable from a pfac ;cal and medicaL
viewpoint to handle the taxing requirements wi, :c are part of the
claims denial and the appeals process. I he ,tiA has traditionally
served as a medical and emotional support for these people and is
frequently in the best posit ion to know and represent the
patient's medical needs in *the appeals process. NAHC was
extremely supportive of the provision In the Budget Reconciliation
Act of 1986, which would have permitted provider representation.
Unfortunately, under pressure from the Offce of Management and
Budget, the provision was deleted. NAHC is very pleased to see
this issue addressed here.

When terms like "homebound" and "Intermittent" directly relate to
medical orders which physicians sign to permit HHAs to render care
under the home health benefit, and to the medical and nursing
assessments of the patients which the HHA must perform on an
ongoing basis, the HHA should have the right to appeal such
denials directly. Medicare beneficiaries rely upon the medical
and nursing assessments of the HHA, and the HHA relies upon the
patient for accurate Information about the patient's activities
and subjective responses to treatment. HCFA's "technical" denial
policy fractures this relationship of caregiver and patient and Is
an Illogical interpretation of the statute as now written.

NAHC believes HCFA's "technical" denial policy is another
attempt to create Medicare "savings" because HCFA Is aware that
most Medicare patients, their families or survivors may lack
either the understanding or the stamina to appeal a "technical"
denial on their own, it is simply not realistic for HHAs to
expect or even attempt to recoup from frail people In strained
financial and emotional situations the costs of months of care
disallowed by FIs. Having already paid staff salaries, HHAs are
left with tremendous financial losses.

The Medicare beneficiary Is harmed since the HHA which rendered
care Is barred by current HCFA policy from joining In or leading
the appeal. Medicare beneficiaries are also adversely affected
because HHAs facing severe monetary losses from "technical"
denials must avoid care of patients whose care might result in a
"technical" denial. For example, most technic8i denial cases on
the "not intermittent" care issue are won by patients at the
Impartial administrative law judge level.

14
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However, HHAs cannot be confident that these appeals will be
brought by sick, exhausted patients or bereaved families. HHAs
will begin to limit the number of these patients, or cut back on
needed visits, or simply not bill for visits that are made - which
no business can afford to do for long. The result Is an
Inevitable narrowing of the Medicare home health statutory
benefit, just at the time when doctors and Medicare beneficiaries
are relying more heavily on HHAs to provide post-hospital care.

NAHC supports this provision. It will help Congrsss to ensure
that It objectives are being met and that HCFA Is not disregarding
clear guidelines to make high quality Medicare home care services
accessible to beneficiaries.

In addition to Its support of the Medicare Quality Protection Act
of 1986, NAHC recommends that other corrective legislation
be enacted to ensure the availability of quality home care
services:

NAHC supports S. 2494, Introduced by Senators Bradley,
Heinz, and Glenn, which would restore the ability of of
HHAs aggregate costs, mandate hospital discharge planning,
and require HCFA to follow the Administrative
Procedures Act.

NAHC supports S. 778, introduced by Senator Heinz, which
would define Intermittent care to Include up to 60 days of
dally care and thereafter under exceptional circumstances,
with monthly physician certification that care Is reasonable
and necessary.

Mr. Chairman, I appreciate having this opportunity to testify to-
day on these Important matters. I would be pleased to answer any
questions you might have.

15
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STATEMENT OF PAUL R. WILLING, PH.D., EXECUTIVE VICE
PRESIDENT, AMERICAN HEALTH CARE ASSOCIATION, WASH.
INGTON, DC
Dr. WILLGING. Thank you, Mr. Chairman. I would like to discuss

two phenomena-the first one ever so briefly. The two phenomena
being the sicker-quicker issue and the no-care zone issue.

The sicker-quicker issue I would discuss only to the extent that
what we are saying is, in fact, the prospective reimbursement
system working is exactly as intended. The costs were to be re-
duced not only by providing fewer services within the days of hos-
pitalization, but by reducing the number of days itself. That is
what is happening. And as one moves out of the hospital quicker,
one is almost by definition sicker as well.

I would like to spend more time on the no-care zone issue. We
seem to be surprised that, as Senator Heinz has suggested, patients
following discharge are falling into a no-care zone. Why should it
surprise us? The no-care zone results largely from the design flaws
in the Medicare program itself as it relates to skilled nursing facili-
ties.

Back in 1965, the design flaws began. I am not even speaking of
the 100-day maximum benefit for a skilled nursing stay or the 3-
day prior hospitalization requirement which has not kept up with
advances in medical technology. I am referring to such things as
the fact.the nursing home providers are basically reimbursed, even
with the changes made by Congress last year, through a cost-reim-
bursement system which guarantees a loss for those patients in all
but the largest nursing homes with heavy Medicare volume. Medi-
care reimbursement is based on facility costs, it does not reimburse
Medicare costs. The higher costs for a few Medicare patients are
averaged and weighted down with the lower costs of the majority
of patients with lighter care needs.

Those providers who do participate, despite that inadequate re-
imbursement, must still contend with an onerous paperwork
system and cost report, oriented largely to the hospital industry.
My members have difficulty understanding why they have to at-
tribute pediatric costs-There aren't many pediatric patients in
nursing homes.

But Congress has not quit. As recently as last year, they have
taken a badly designed system and made it even more unlikely
that nursing homes want to participate. My colleague from the
home care industry has suggested some of those problems. One of
them was that nursing homes would have their return on equity
reduced by 33 percent. Another was that their Medicare reimburse-
ment for capital costs would remain frozen under the asset revalu-
ation provision, although changed for Medicaid. But the coup de
grace, I suspect, was Gramm-Rudman, which assures even those
masochists who have stayed in the Medicare Program that under
no circumstances, no matter how efficient they may become, will
their total costs be reimbursed. They will be reimbursed at the
level of 99 rather than 100 percent.

And I think it is not surprising, therefore, that of 9,000 skilled
nursing facilities in this country, only 65 percent are even certified
for Medicare, and only 40 percent actually admit Medicare pa-
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tients. In one-half of America's rural counties, there are no SNF's.
In three or four States, there are only one or two SNF's that par-
ticipate in the program, whereas six States provide 50 percent of
all SNF days in this country. Frankly, we have a very limited bene-
fit, which is not available in most States to the Medicare patient.

And let's not forget the role of the executive branch in this tale
of woe. The executive branch encourages Medicare claims denials
by requiring fiscal intermediaries to deny $5 in claims for every $1
they receive for claims review. The executive branch has tried to
remove waiver of liability on claims denials and although now pro-
hibited by Congress from doing so directly by regulation they will
continue to try to do so indirectly by more restrictive medical crite-
ria. They have fouled up claims processing by directing interme-
diaries to slow down processing, causing providers to resubmit
claims and double the paper jam.

We do have a problem. There is a no-care zone, and it is going to,
in all likelihood, get worse unless we take a look at the SNF bene-
fit and try to structure it in a way appropriate to the needs of the
beneficiary. For example, did Congress intend for even the small
100-day SNF benefit to become, in effect, a 20-day benefit, which it
has as a result of escalating patient cost sharing. Cost sharing in
the nursing home after the 20th day is now higher than most of
the payments made by Medicare to the nursing home.

Let's look at the possibility of extending Medicare prospective re-
imbursement beyond the low-volume providers which Congress did
last year; and let's look for the possibility of going even beyond per-
manence for waiver of liability to possibly a prior-approval system
for coverage decisions. Thank you, Mr. Chairman.

Senator DURENBERGER. Thank you very much.
[The prepared written statement of Dr. Willging follows:]
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Mr. Chairman and Members of the Committee:

I am Paul Villging, Executive Vice President of the American Health Care
Association (AHCA), the largest association representing America's long term
care providers. AHCA's membership exceeds 9,000 nursing homes, mar of whom
provide skilled nursing facility (mF) services under the Medicare program.

The problem of patient access to needed Medicare skilled nursing facility
services, a longstanding problem in most areas of the country, Is worsening
because of Medicare hospital payment incentives ror more patient transfers to

Wers and earlier transfers involving sicker patients. Indeed, with hospital
discharges to skilled nursing facilities having increased by 40 percent in the
past 2 years, the need to look at the entire continuum is essential.

Unfortunately, while Congress focused its attention on the Medicare acute
care area, It sorely neglected the skilled nursing facility component which
was now being pressured to provide follow-up services to these hospitals' newly
discharged, often more acutely Ill patients. Nothing was done to the SNr benefit
so that this component of the Medicare package could accommodate the predictable
effects on hospital utilization. The evidence is overwhelming that the Medicare
aiF system is broken, but it can be fixed.

I want to acknowledge and applaud the leadership of the Chairman and members
of this Camittee for beginning to address the Medicare SNF access problems
and related Medicaid nursing home issues in the recent Consolidated Omnibus
Budget Reconciliation Act (CCBRA). The most significant CCBRA provisions provide
a Medicare prospective payment for SNFs with a small number of Medicare patients,
a moratorium on Administration efforts to eliminate Medicare's "waiver of liability,
for providers acting in good faith to serve beneficiaries' post-hospital needs,
and a modiffcation of Medicaid's authority to recognize,-at least partially,
legitimate increases in property costs. It is vital that further steps to improve
patient access be enacted this year, and AHCA appreciates the opportunity to
work with this Committee In continuing your commitment to Medicare beneficiaries.

BM PON 1XXT Mm ICARK 3RPS

Despite public perceptions, Medicare coverage of nursing home care is scant.
Medicare nursing home coverage is for only up to 100 days of care per spell
of illness, is limited to patients who have had at least three days of hospital
care, and only in a skilled nursing facility -- the most intensive level of
nursing home care. In reality, this small benefit is further diminished by
Medicare's "fine pintO, notably restrictive medical eligibility criteria and
excessive patient cost sharing. As a result, Medicare paid 1.9 percent of the
nation's nursing home costs in 1984.

Need to Attract More P Parutpation

A primary barrier to Medicare patient access is the burdensome and inefficient
reimbursement system for aIFs that acts to discourage facilities from choosing
to participate in Medicare. Medicare pays for SiF services on a retrospective
basis -- after the service is provided, a preliminary payment is made to the
facility and a final payment is calculated approximately one year later based
on cost reports submitted by the facility. Less than 1/3 of the nursing homes
have even sought Medicare certification. Medicare SNF access is so concentrated
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that half of all patient days are provided by less than 500 facilities, out
of over 16,000 nuring haws in the raUon. As a result, many Medicare beneficiaries
in need of SIP services are unable to receive-appropriate care, often "backed-up"
in expensive hospitals longer than medically necessary aalting SHP placement.

The Consolidated Omnibus Budget Reconciliation Act took a significant step
in encouraging greater participation In Medicare by facilities providing less
than 1500 annual Medicare days of service. These facilities will have the option
of accepUng a fixed per diem payment based on the SNF costs In the region,
along vith a substantially reduced cost report.

AHCA encourages the expeditious development and implementation of a prospective
payment system for all SNFs under Medicare. With an appropriate prospective
system, the Medicare program can achieve significant savings and enable beneficiaries
to receive the appropriate services In the least costly setting. A prospective
payment system would attract more provider participation In Medicare and respond
to the Increasing demand for Medicare SNF service resulting from hospital discharge
Incentives. This system is necessary to facilitate the continuity of post-hospital
care and avoid a hospital Oback-upw crisis.

As you recall, we have recommended a transitional prospective plan for
SNFs under Medicare which would make Immediate Improvements in patient access
and serve as the most expeditious way to develop the refinements of an ideal
system. Specifically, AHCA urges (bngress to adopt the remainder of our transitional
plan as the next major stev toward the development of a case-mix system. In
brief, AHCA's transitional system features the following:

o Prospective rates covering all operating and most direct patient care
expenses. Rates would be based on a facility's reported costs, indexed
forward, up to a ceiling fixed by the costs of comparable facilities.
The ceiling concept is similar to the existing "Section 223" limits
on routine costs.

o Per unit payment for d small number of special ancillary services
(e.g., therapies) with high cost and highly variable utilization.
Currently, certain services are separately paid.

" Efficiency Incentive payments for keeping costs below the ceiling.
A facility would receive a proportion of the difference between the
ceiling and its prospective rate, limited to a percentage of the ceiling.

o The prospective rate and ceiling computations would include actual
capital costs paid plus a simple percentage add-on for growth and
return on investment.

o Simplified cost reports and the burden of cost reports eliminated
for SFs with a low number of Medicare patients.

The move toward a fully prospective SNF payment takes on greater urgency
because of the perversity of Medicare sequestration under the new Gramm-Rudman
deficit cutting process. For SNFs and other cost-reimbursed providers, the
Gramm-Rudman procedure is to reduce Medicare to being a "less than cost" payor.
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Since March 1, S Is have been reimbursed only 99 percent of actual oosts, regrdless
of the amount of their costa or whether their costs are increasing, decreasing
or the same. If the Gramm-Rudman automatic cuts are again triggered, payments
could be out down to 98 percent of actual costs. A more constructive way to
achieve needed Medicare cuts is to make targeted reductions. To the maaiImum
extent feasible, Medicare savings required under Gramm-Rudman sequestration
should be achieved by lowering reimbursement limits or related to past costs.
For example, to achieve the March 1 sequestration It would have been more purposeful
to have lowered the wSection 223" limit on routine operating costs, thus enoouragin
g-eater efficiency from the high cost providers, than to shift every SNP to
"leas than costO reimbursement.

good to eduoe Ptient Coate for Care

Another priority issue for Medicare patient access must be-reduction of
the SNP patient cost sharing. Medicare SIF patients pay $61.50 per day In coin-
surance from the 21st to the maximum 100th day of care. To use the full SIF
ObenefitR a Medicare beneficiary would have to pay a coinsurance of $4920, and
this Is on top of a minimum prior hospitalization charge of $492. This $61.50
fee exceeds the Medicare payment to a SNF in most areas of the country. In
effect, the high SNP coinsurance eliminates the value of Medicare coverage beyond
the 20th day.

4Present cost sharing for SNF patients is punitive, especially relative
to other Medicare services. Although we appreciate the Committee's interest
in moderating the increase in Medicare Part A patient costs because of the highly
visible hospital deductible, we urge an actual reduction in the patient's cost
burden for SNF care. In contrast, home health recipients pay nothing and hospital
patients pay a deductible of $492 for the first 60 days. And, when a SNF prosp-
ective payment is implemented, SNF coinsurance should be set at a percentage
of the SF payment rate and not be artificially linked to hospital costs.

Nod to Iiminmte MIF Adlmaioe Barrier

Another barrier which should be eliminated is the requirement that to qualify
for SNF services, beneficiaries must first spend at least three days in a hospital.
With the strong incentive for hospitals to increase admissions and make transfers
as early as possible, elimination of the prior hospitalization requirement takes
on added importance.

Although a provision in the Tax Equity and Fiscal Responsibility Act of
1982 directs the Department of Health and Human Services to waive the three-day
prior hospitalization requirement when such a waiver would not lead to an increase
in costs, HHS has taken no action on this issue to date.

Ieed to Lsure Contmity and Quality of Service

We appreciate the Committee's interest in our views on S. 2331, the MedicareQuality Assurance Act, which was introduced by Senator Peinz, with a House companion
bill by Rep. Stark. Although the focus of the Heinz bill is directed tcards
improving the appropriateness of discharge of beneficiaries from hospitals,
it also refers to an equally serious problem which relates to the adequacy and

3



389

avab .1y of appropriate PCst-h0osPItal care.

Pur onr.cerr, hoever, :a tr.a'. S. 3?1 does not go far enough. We would
as&i yc to corsider sae of t.e prov.sa's Ir. a bill introduced by House Aging
cezttee Z.r-hirmar. Pcybal. the MeYdoiare Contlnuir.g Care 1;uDlty and Quallty Assurance

Act F.F. a?"-. h.s I.3 I c m rts S. Z3" tly addressIng access and quality
of "r.g term care services. APCA urges eractmer.t of the toybal bill together
vlth m4st ,f the Fe .nz-Etark ;rcvlscr.s. The fcloIng are recomendations
at-c the ;-ov's r.s cf :. 2" wht t re:ate mcst directly to long term care.

We tel'ieve the focus of the prc;csed PPS study required In this section
4s *1sdirer.ted. The study is directed at the symptoms rather than the root
protlem -- the severe shortage of .ed4Icare SNF beds. We believe hospitals'
'afrI nl-tratlve'y necessary days* should te reduced rather than accommodated.
We recommer.nd the study focus or. mechan sms tc develop sufficient SXF access
and assure appropriate po.t-acite lacfment.

As a shcrt-term Improvemer.t, we recommer.d a proposal in H.R. 4330 which
wo~i-, make ,pe,!a; arrar.gter.ts for bereficlarles who are eligible for SNF care,
tut for wr.on a ted Is not Immediately available. The provision requires that
th.e Lep.rtaent of Fea-tl and .uaar Services 'HHS' set standards, assess criteria
and paymer.t rates to permit Medicare home health agencies and Medicaid Inter-
mediate care ra,'litlet tc Prcvlde care or.y If the possibility of continued
hosI.tal 2tay Is ruled out, only wher. the professional review organization fPRC)
:ertlfees that the patient's health and safety can be reasonably assured at
the lower !evel of care, only when the patient and their physician agree to
the alternate care setting and or.ly unt1 a SNF bed becomes available. AHCA
telIeves that Medicaid skilled r.ursing facilities should also be used to provide
such Interim care.

AHCA was pleased that the Medicare waiver or liability protection for SNFs
and home health agencies was safeguarded by the Consolidated Omnibus Budget
Peconcillation Act. However, continuatIon of this practice, as proposed in

. 2331, will not solve the protlec of unpredictable retrospective denials of
cAl aims.

We believe a prior authorization system Is a more Innovative and needed
approach. Such a system would reduce costs incurred by beneficiaries during
the claims review process and inform providers prior to or during provision
of services as to Medicare eligibility rather than after the fact. For example,
H.R. 4330 would establish a presumptive eligibility period and a concurrent,
10-day claims review per-'od for services claimed within a class of benefits.

Seto ZD- - lfar&Q needs assessment instrument

AHCA endorses the development of a needs assessment instrument which can
be used to evaluate an individual's need for SNF and other long term care services.
This could be a useful tool for discharge planners, providers and fiscal inter-
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mediarles. This proposal coincides with a recommendation in the recent Institute
of MedicinE- study on nursing home regulation.

We believe triat uniform criteria for medal claims review, as proposed
in H.Rl. 4331), should also be considered. It is essential that judgment of Medicare
coverage be made Ir a consistently objective way and uniform criteria would
facilitate surh a process. In addition to serving as an assessment protocol
for |,at±Int-:, the mechanism could set qualifications for personnel employed
to perform medical reviews under Medicare.

AHCA supports the development of an expedited review process which will
minimize the time t.tweer when Medicare services are provided and when determination
of coverage i made.

I 3ikQU~ lZem6 r Sk&JV-,feia

4 AHCA strongly supports this provision.

AHCA supports allowing beneficiaries to choose to be represented by their
provider in appealing Medicare claim denials. In so doing, protection is given
to the right of Medicare beneficiaries to select freely their most competent
representation for the claims appeal process. AHCA supported this provision
in last year's budget reconciliation bill and regretted its elimination prior
to final passage.

S "etlQun201 -_-_ FEn ro _LYt 3111. rv=r_±2nMgnudnm gan on 3 ualty

AHCA strongly supports this proposal and recommends the establishment of
a Continuing Care Policy Council, as proposed in H.R. 4330, which wot',d report
to HHS regarding the development and interpretation of definitions, policies
and regulations under Medicare's continuing care benefit.

Se .cUk 312., -9. reki_ QL fqualit f_ ar

AHCA is concerned about direct involvement of the peer review organizations
in the review of quality of care in nursing homes and board and care facilities.
PROs were established to conduct reviews in hospitals and we believe their primary
responsibility should remain in acute care.

Current law requires Medicare and Medicaid evaluations of the quality cr
care provided nursing home residents and of the appropriate and efficient utilization
of facility services. These "inspections of care" are a comprehensive quality
assurance program for long term care facilities. Therefore, another layer of
quality assurance In long term care by PROs is rot needed.

The mechanisms already established by the states should be the primary
mode of quality and utilization review .n Medicare and Medicaid nursing homes.

5



391

However, in some cases, the FROs may observe patterns of poor or inappropriate
care In long term care facilities. Accordingly, they should be required to
refer these problems to the appropriate state and/c- federal offices.

DvcU Qi D :,: Zrisy- f.r zitaJ.y - ney I L Amu. ~Ama e

AHCA supports development of a strategy for reviewing and assuring the
quality of long term care, but we believe that the proposed study should be
limited to hospitals which provide services under Medicare.

The Institute or Medicine recently completed a thorough study or the nursing
home regulatory system. Representatives of consumers, providers and government
agencies worked together over a 2-1/2 year period to develop recommendations
which would contribute to Improved quality of care and well-being of nursing
home patients. The study provides an appropriate backdrop fof" number of the
long term care proposals contained In S. 2331 and many of those in H.R. 4330.

bed to Paoteet Pftients rrm Inmppropriate Post-acute Care

Medicare-participating rural hospitals of 50 beds or less have been permitted,
since 1980, to use their acute care beds on a "swing" basis for long term care.
The hospital beds may be used to furnish SNF services under Medicare or Medicaid
and intermediate care facility services under Medicaid. Also, swing bed demon-
stration projects are authorized for all other hospitals.

AHCA believes that care for patients needing nursing home services is best
provided In a nursing home unit, where patients have available the full range
of medical and social services. Hospitals may set up a "distinct part" of the
facility exclusively for provision of long term care. Bur the the swing bed
program allows hospitals an inconspicuous entry into nursing home care, without
having to meet the same conditions.

Of concern for Medicare spending is that the swing bed program prov!40s
hospitals an easy and financially attractive way to "game" the Medicare hospital
reimbursement plan by "double dipping" -- taking the fixed, dIagnosis-based
payment for Medicare acute care and then swinging the patient on to cost-relmbursed
SNF care.

A hospital swing bed should only be used when an appropriate nursing home
bed is not available for the particular patient and only until a nursing home
bed becomes available. Also, hospital swing beds should have to meet the same
licensure requirements and Medicare-Medicald conditions of participation as
nursi ng homes.

The swing bed provision was originally designed to provide a temporary
solution to a shortage of long term care beds in an area. Thus, before a hospital
is permitted to swing beds, It should document that a shortage exists. But
the permanent solution is to develop an adequate supply of nursing home services,
rather than subjecting patients to continuous, makeshift hospital arrangements.
Certainly, swing bed approvals should not be allowed in states which have placed
a health planning moratorium on new nursing home beds.

6
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Approvals for the swing bed program should be for specific levels of care
- skilled nursing and/or intermediate care, as determined by the actual bed
need in an area. In some places, for example, there is a shortage of skilled
nursing beds, but general accessibility to intermediate care. If a bed shortage
persists and the hospital wants to continue nursing home services, a distinct
part* should be created.

AMCA urges Congress to enact restrictions on "swing beds" and to oppose
expansion of the Medicare-Medicaid swing bed benefit for overbedded hospitals.
Although no Senate bills have been introduced pertaining to swing beds, we wotud
like to call your attention to a House bill which we strongly support, H.R. 1745,
introduced by Rep. Sikorski.

BD TO lSKV3 MEDICAID FMUDIUG FO LONG I CAR

The Medicare hospital reimbursement change also affects the Medicaid program,
which pays for about 30 times more nursing home patient days than Medicare and
most of the Medicaid nursing home patients are also Medicare beneficiaries.
Thus, it Is critical to examine two related Medicaid issues.

Nee to Hfntain Adequate Federal Funding

We applaud Congress' rejection of the Administration's proposal to essentially
freeze federal Medicaid spending for fiscal 1987 and cap its growth in later
years. Congress has enacted cuts of more than $4 billion in the federal share
of Medicaid since 1981. Also, states have cut the rate of Medicaid spending
and will continue to iontaln costs in response to their own budgetary constraints.

AHICA is also opposed to further cutting the feJeral commitment to nursing
hce survey and certification activities. The Senate's budget resolution indicates
support for the President's proposal to eliminate all special matching rates
for state administrative activities, such as for medical personnel used for
survey and certification. In 1980, Congress cut the federal share of survey
and certification cost. from 100 to 75 percent. Because of increasing needs
to upgrade the quality of inspectors and implement the new patient care and
services (PaCS) survey, this Camittee should not further cut the federal share
of these costs to 50 percent.

Need to Remove Nodieare Liit on Mdiesid eimb ommelt

HHS regulations limit the Medicaid reimbursement a state can pay to nursing
homes and hospitals to an amount not greater than would have been paid if edicare
principles of reimbursement were used. Although this limitation may have served
a purpose when Medicaid reimbursement systems were all cost-based, that is not
the situation now.

In 1980, states were given substantially more flexibility in designing
their Medicaid nursing home reimbursement methods under Section 962 ("Boren
amendment") of the Omnibus Reconciliation Act. The Finance Committee report
indicated that the then-current Medicare "upper limit" regulations could continue,
but the report language elaborated, "Since States iould be free under the bill
to establish payment rates without reference to medicare principles of reimbursement

7
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the Secretary would only be expected to compare the average rates paid to SNFs
[skilled nursing raelilties] participating in medicare with the average rates
paid to SNFs participating in medicaid In applying this limitation.0 The House
reconciliation bill did not address Medicaid nursing home reimbursement and
the Senate provision was agreed to In conference committee, but the conference
spfport made no specific comment on the Medicare *upper limit".

HCFA has recently proposed regulations that would greatly limit the states'
flexibility ir. Medicaid rate setting. HCFA wants to apply Medicare rate setting
principles to Medicaid costs of small groups or faellities and is rejecting
the contentioon that the Congresslonal intent was to compare Medicare rates statewide
with Medicaid rates statewide. HCFA reels that the lack or statutory language
on the issue gives it a freehand to limit state Medicaid rate setting by requiring
comparison with the Medicare program.

AHCA believes any Medicare limit on Medicaid is Irappropriate, unworkable
and counter-productive since virtually every state has instituted payment plans
more advanced than Medicare's retrospective, cost reimbursement system. We
strongly urge a statutory prohibition of this federal Medicare Imposition on
state Medicaid administration.

Under the HCFA proposed regulations, states would be forced eventually
to return to Medicare principles of cost reimbursement, thereby abandoning
more innovative and efficient payment practices, such as prospective payment
plans and incentives for serving patients with heavier care needs. A specific
example of the consequences of HCFA's more restrictive approach would be to
essentially invalidate the Consolidated Omnibus Budget Reconciliation Act provision
which severed the connection between Medicare and Medicaid principles of reimburse-
ment for revaluation of facility assets.

In summary, we offer the Committee every encouragement and our assistance
in making Medicare changes to accommodate the hospital payment incentives and
to make real the beneficiaries' largely paper benefit for skilled nursing services.

8
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Senator DURENBERGER. Just one general question that I will ask
of all of you. What is the possibility that the average length of stay
in the hospitals in this country has sort of bottomed-out and maybe
it is even decreasing a little bit because of several things? First, the
reimbursement system, we are getting more DRG and less hospital
specific; second, we are getting closer to a national average; third,
we are getting to the point where we are not scared of DRG's any
more, even though we complain about them; fourth, we are getting
all of the efficiencies out of our hospitals that we knew we were
capable of getting out of them; fifth, some of us are doing some
skimming particularly on quality; and so, some of the hospitals are
getting fairly comfortable in the system just the way it is.

And we are treating hospitals pretty good in this reimbursement
system; but we aren't doing the same for some of these alternative
providers. Is that a possible scenario as to what is going on out
there? That is sort of what I would believe if I believed everything
that was in the inspector general's report on hospital profits.
[Laughter.].

Mr. OWEN. Let me comment on that. I think the inspector gener-
al's report goes back-not on what is happening today-but what
happened in 1984, and I think most of us knew that when this pro-
gram started, there would be some operating efficiencies that hos-
pitals could do and hospitals did it. And the purpose was not that
they should make profit; the purpose was to save money for the
Federal Government, which they did. So, everybody was happy sup-
posedly; but now, all of a sudden, because they have made a profit,
it is a problem.

But looking at what is happening today because, since that time
we have not had the market-basket increases that Congress prom-
ised us during the period of time that we were going to move for-
ward-all those disappeared. Skimming-as I look at what is hap-
pening with length of stay-I don't think skimming is happening
at all. I think the opposite is occurring. If you were going to skim,
you would see a continuation of the length of stay dropping be-
cause the only way you skim is to get the length of stay down so
you make money on that case.

By keeping the case longer-, you are not making more money.
What I do see happening is you are getting more severe cases; the
mix is changing so that you don't have the same kind of mix that
you had before, because as the length of stay goes down, and you
get more and more severe patients, then you are going to see a lev-
eling off and possibly a smaller increase.

The other thing that goes with that is the age of our patients is
getting greater. We are taking care of more people who are 85
rather than 65, and they take a little bit more time in taking care
of them. I do think-and I agree with Paul in his statement-that
when Medicare was designed, it was designed primarily for the
acute in-patient care. Now, we have a system that says: Don't take
care of those patients in the hospital; take care of them as out-pa-
tients or, as soon as they have passed that acute care episode, put
them somewhere else-skilled nursing facility, home care, some-
where else. And at the same time, we are not providing any funds
for these other agencies.
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So, I think we are facing a very serious problem of continuity of
care and what happens to that patient after they complete the
acute care episode- They may be taken care of well in the hospital.
What happens to them?

Senator DURENBERGER. Do either of you have a reaction to that?
Dr. WILLGING. I think that I and my colleague from the hospital

industry are in total agreement, Mr. Chairman--not enough money
is provided to the nursing home providers. [Laughter.]

I think we do have to ask ourselves, though, whether or not a
program such as Medicare, enacted in 1965, has kept up with some
of the other changes that have taken place. I think the point is
well taken that, if we are talking about a hospital payment system
that was designed to utilize alternative settings, attention must be
devoted on the alternative settings, and that has not been done. I
have always contended that Congress essentially fixed half of an
equation but didn't bother to look at what was on the other side of
the equal sign. I think it is time that Congress devote some atten-
tion to that other half of the equation.

MS. CUSHMAN. I would like to add to that that, from the home
care perspective, it has now become fact that, as stated by the
Health Care Finance Administration officials, that the home care
Medicare benefit was never intended to take care of the more sick
patient that we are now seeing discharged to us; that the acute
care definition as they interpret the statute is meant to be a very
limited amount of illness. As we are seeing the sicker patient, the
administration is supposed to administer that care gap between the
hospital and the home.

Senator DURENBERGER. All right. I thank you all and I want to
express my appreciation to everyone for their participation in vari-
ous ways in this hearing. I think this has been a very significant
hearing. It is part of a series of hearing. I would also announce
that on June 26, the Subcommittee on Intergovernmental Relations
will have a comparable kind of a hearing on the issue of access. We
are doing it there because this committee and the subcommittee
are tied up for the summer with various other priorities and princi-
pally because of the intergovernmental nature of the problem of
access. In part, it will cover some of the issues we have discussed
here in terms of a continuum of care and the problems of the inter-
play between various levels of Government and financing access to
health care.

And we want to get the State governments and local govern-
ments more involved in the process of determining how we can
better finance the access for everybody in this country, particularly
the elderly and the disabled to health care.

So, we thank you all very much, and this hearing is adjourned.
[Whereupon, at 1:27 p.m., the hearing was adjourned.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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I fotl -itrQ Ji Uh t '",. I -;ty e Is ot ifitOn,le to 1#eny

M,. ',. ben,°, i- ir j,,; t~ie tre t !it?), tod, j in~l th.it SO'he controls

., jo. !,., ! t :11 pl .,. t ;.t)rJ" '- ,s" ,n "qual ity" LO the

Inl artist' t.) Infrornt ion juthre. tAirooigh Congressional

:,,bj( iiijs .tii.I studies, an;t from the Vermont health care system and

'4e41care beneficiaries-, I will introduce a companion b-ll to I.R.

4330, the Medicare Continuing Care Kquity and Quality

Assurance Act of 1986 recently introluce,] by Congressman Roybal

,)r tie louse Select Connittee on Aging.

The bill is technical in nature but the result will be to

put equity into the system and to promote the quality ani

continuity of care cross service settings through reforms in

Medicare claims review and appeals procedures. This applies to

intermediary performance evaluation criteria and the Miedicare

quality assurance system, as well.

The bill will remove obstacles to receiving home health

services anJ other types of continuing care as well as making

quality assurance i condition of Professional Review

Organizations (PrO) contract Award and performance.
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These ire just a few of the provisions in the bill which I

will introduce within the next few days.

I feel strongly that older people are not beinqj served as

well as they should be under the Prospective Payment System. But

it is because of how te proqjrai is administered and not bec.:use

cost containment is a bad idea.
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1 bol ieve comn.or' sense ainA reason shoil] be put h ick into

thne process. I v n hopeful thit tlis heairinj will help to dIr ,w

ittention to the need for a critical look at how we t.?,r trtetting

our older citizens under medicare.

Mr. Chairman, I appreci,tte the opportunity to add these

remarks to tie reor,]. Your efforts and those of other

interested Soiaturs will surely send a message to hnerica's

elderly that their health is still a high priority in the

Congress, and that health cost containmerst measures wtre ,isver

intended to put then at ri-k.

I look forward to working with you and the ,nenbers of this

Committee on this very important mnatter_*..
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MR. CHAIRMAN, THANK YOU FOR THE OPPORTUNITY TO APPEAR BEFORE YOU

THIS MORNING TO TESTIFY ON THE QUALITY OF CARE FOR MEDICARE

PATIENTS. AS YOU KNOW THIS IS A TOPIC OF HIGH INTEREST TO OUR

OFFICE. ONE OF THE GREATEST ACHIEVEMENTS OF THE MEDICARE PROGRAM

HAS BEEN ITS ABILITY TO SUSTAIN THE HIGHEST LEVEL OF QUALITY CARE

FOR PERSONS UNDER MEDICARE COVERAGE. I AM SURE THAT IT IS YOUR

INTENT AS IT IS MINE AND THAT OF THE DEPARTMENT'S TO SEE THAT

THIS LEVEL CONTINUES UNDER THE PROSPECTIVE PAYMENT SYSTEM.

SEVERAL YEARS AGO. THE CONGRESS AND THE ADMINISTRATION AS WELL AS

THE AMERICAN PEOPLE BECAME CONVINCED THAT THE WAY WE WERE

PAYING FOR MEDICARE SERVICES WAS NOT THE MOST EFFICIENT METHOD OF

REIMBURSEMENT TO CARE FOR OUR ELDERLY. CONSEQUENTLY, THE

CONGRESS MOVED TO A SYSTEM OF PROSPECTIVE REIMBURSEMENT WHICH

PERMITS HOSPITALS TO PROVIDE QUALITY CARE TO MEDICARE

BENEFICIARIES WHILE SIMULTANEOUSLY PROVIDING AN INCENTIVE TO

INCREASE THEIR EFFICIENCY. AN EFFICIENT HOSPITAL, UNDER PPS,

BENEFITS FINANCIALLY SINCE THEY CAN RETAIN THE DIFFERENCE IN WHAT

IT COSTS THEM TO PROVIDE CARE AND WHAT WE PAY.

WE HAVE PREVIOUSLY TESTIFIED BEFORE THIS COMMITTEE ON THE ISSUE

OF HOSPITAL PROFITS BASED UPON AN EARLY REVIEW OF NEARLY 900

HOSPITAL COST REPORTS. THE RESULTS OF OUR MOST RECENT REVIEW,

WHICH I WOULD LIKE TO SUBMIT FOR THE RECORD, COVERS 2,099

HOSPITALS FOR 1984, THE FIRST FULL YEAR OF OPERATION UNDER PPS.

THE RESULTS OF OUR AUDITS DEMONSTRATE THAT HOSPITALS ARE FARING

QUITE WELL UNDER THIS NEW SYSTEM. WE PROJECTED THAT PROFITS FOR
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ALL PPS HOSPITALS WAS IN EXCESS OF $5 BILLION. AVERAGING

$1.3 MILLION PER HOSPITAL.

MAINTAINING QUALITY OF CARE FOR BENEFICIARIES HAS BEEN THE MAJOR

COMMITMENT OF THIS CONGRESS AND THIS ADMINISTPATION. THE CONGRESS

UNDERSCORED THIS POINT BY ESTABLISHING PEER REVIEW ORGANIZATIONS

(PROS) TO CONTINUALLY CONDUCT REVIEWS TO INSURE THAT MEDICARE

BENEFICIARIES RECEIVE MEDICALLY NECESSARY, APPROPRIATE AND

QUALITY CARE DURING THEIR STAY IN HOSPITALS.

OUR WORK TO DATE FROM TWO DIFFERENT PERSPECTIVES IS SHOWING THAT

THE PROCESS SHOULD PROTECT MEDICARE BENEFICIARIES FROM ABUSES

UNDER THE PROSPECTIVE PAYMENT SYSTEM. FIRST, WE PERFORMED FISCAL

AUDITS OF THE PROs. THESE AUDITS DEMONSTRATE THAT THERE IS

SUFFICIENT FUNDS AVAILABLE FOR THE PROS TO DO THEIR JOBS

PROPERLY. PROs' PROFITS DURING THE FIRST YEAR WAS AN AVERAGE OF

23.7 PERCENT AND 11 PERCENT IN THE SECOND YEAR. WE WILL MAKE A

DRAFT REPORT OF THIS AUDIT AVAILABLE FOR THE COKM ITTEE AS SOON AS

IT IS AVAILABLE.

SECONDLY, OUR OFFICE RECENTLY COMPLETED AN INSPECTION WHICH

FOCUSED ON THE PROCESS OF IDENTIFYING ALLEGED INAPPROPRIATELY

TRANSFERRED OR DISCHARGED PATIENTS AND THE ACTION TAKEN TO

-CORRECT THOSE CASES BY THE PROS. WITH YOUR PERMISSION, I WOULD

LIKE TO SUBMIT FOR THE RECORD A COPY OF THIS REPORT.
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FROM OCTOBER 1, 1983 TO JUNE 1, 1985, PROS REPORTED 4,724 CASES

OF INAPPROPRIATE DISCHARGES AND TRANSFERS TO THE HEALTH CARE

FINANCING ADMINISTRATION'S (HCFA) REGIONAL OFFICES. TWENTY-EIGHT

PERCENT OF THE STATES, PLAYS THE FOUP WAIVER STATES, DID NOT

REPORT ANY CASES. MANY OF THESE STATES HAVE HIGH MEDICARE

UTILIZATION. FURTHERMORE, ONE PECULIARITY ILLUSTRATED BY OF OUR

DATA WAS THAT PROS IN LARGE STATES REPORTED NO CASES WHILE SMALL

PRO STATES REPORTED INORDINATELY LARGE NUMBER OF CASES.

IN SEPTEMBER 1985, WE COMMENCED A REVIEW OF THESE REPORTED CASES

IN WHICH WE CATEGORIZED THEM BY (1) TYPE OF QUALITY ISSUE AND

DISPOSITION, (2) APPROPRIATENESS OF CORRECTIVE ACTION TAKEN BY

THE PROS WHEN A QUALITY ISSUE WAS IDENTIFIED, AND (3)

APPROPRIATENESS OF PROCEDURES USED FOR IDENTIFYING AND HANDLING

THE CASES.

BASED ON OUR STUDY, WE CONCLUDED THAT EARLY DISCHARGES AND

INAPPROPRIATE TRANSFERS WERE OCCURRING, BUT NOT NECESSARILY AT AN

ALARMING RATE. HOWEVER, EVEN A SMALL NUMBER OF CASES SHOULD NOT

BE ACCEPTABLE. EQUALLY IMPORTANT, WE FOUND THAT THE PROS, IN FAR

TO MANY CASES, WERE NOT USING EFFECTIVELY THE PROCESS TO CORRECT

THE CASES AS THEY WERE OCCURRING. IN OTHER WORDS, THE PROS HAD

FAILED TO INTERVENE IN SPECIFIC CASES; NOR DID THEY EDUCATE OR

RECOMMEND SANCTION OF PROVIDERS WHO HAD CAUSED THE INAPPROPRIATE

DISCHARGE OR TRANSFER.
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MORE SPECIFICALLY, 30 PERCENT OF THE PROS HAD NOT REFERRED ANY

CASES TO HCFA FOR APPROPRIATE CORRECTIVE ACTION IN A YEAR AND A

HALF, EVEN THOUGH HCFA HAD IN PLACE INSTRUCTIONS AND GUIDELINES

FOR HANDLING SUCH CASES. SIX STATES WERE RESPONSIBLE FOR 61

PERCENT OF ALL CASES REFERRED.

DURING THE TIME PERIOD COVERED BY OUR STUDY, PROS HAD THE

AUTHORITY 10 TAKE ACTION ON CASES OF POOR QUALITY CARE. HOWEVER,

NO SANCTIONS WERE RECOMMENDED BY THE PROS. AND ALTHOUGH PROS

IDENTIFIED QUALITY OF CARE CONCERNS IN 60 PERCENT OF THE CASES,

CORRECTIVE ACTION WAS TAKEN ON ONLY ONE-HALF OF THE IDENTIFIED

PROBLEM CASES. EVIDENCE STRONGLY SUGGESTED THAT THE PROS WERE

RELUCTANT TO TAKE CORRECTIVE ACTION WHEN POOR QUALITY OF CARE WAS

IDENTIFIED.

WE ATTRIBUTED THE LACK OF REFERRALS AND INCONSISTENCIES REPORTED,

TO (1) PROBLEMS IN IDENTIFYING SUCH CASES; (2) MISUNDERSTOOD

INSTRUCTIONS; (3) CHANGES IN REPORTING FORMS; AND (4)

CONFIDENTIALITY CONCERNING THE PROS.

FURTHER, AS PART OF OUR STUDY, PHYSICIANS AND OTHER MEDICAL STAFF

FROM OUR OFFICE REVIEWED INDIVIDUAL PATIENT RECORDS. WHILE THEY

AGREED IN GENERAL WITH PRO FINDINGS ON THE TYPES AND SEVERITY OF

THE QUALITY CONCERNS, THEY DISAGREED WITH THE APPROPRIATENESS OF

THE ACTION(S) TAKEN BY THE PRO IN 79 PERCENT OF THE CASES.

RATHER WE FOUND THAT A NIR4BER OF THESE CASES INVOLVED A GROSS OR

FLAGRANT VIOLATION AND SHOULD HAVE BEEN REFERRED FOR SANCTIONING.
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WE HAVE SENT THESE CASES BACK TO THE PROS WITH REQUESTS THAT THEY

CONDUCT REVIEWS TO DETERMINE IF SANCTIONS SHOULD BE RECOMMENDED.

WE AWAIT THE FINAL RESULTS OF THESE REVIEWS.

WE ARE PLEASED TO SAY THAT, BASED ON OUR FINDINGS, HCFA ISSUED

FURTHER CLARIFYING INSTRUCTIONS IN JULY 1965. THESE INSTRUCTIONS

HAVE GREATLY REDUCED THE PROBLEM. HOWEVER, TO DATE, ONLY 30

PROPOSED SANCTIONS HAVE BEEN REVIEWED BY THE OFFICE OF INSPECTOR

GENERAL FROM ONLY 9 PROs. OUR OFFICE IS WORKING CLOSELY WITH

HCFA, THE AMERICAN MEDICAL PEER REVIEW ASSOCIATION AND INDIVIDUAL

PROS TO STRENGTHEN THESE SANCTION PROCEDURES.

WE ARE NOW IN THE PROCESS OF CONDUCTING ADDITIONAL WORK TO ASSIST

IN DEFINING THE NATURE AND EXTENT OF THE PROBLEM OF POOR QUALITY

OF CARE. OUR OFFICE IS CONDUCTING AN EXTENSIVE REVIEW OF 30

MEDICAL RECORDS PER HOSPITAL IN A RANDOMLY SELECTED SET OF 240

HOSPITALS UNDER PPS. WE ARE LOOKING AT MANY ISSUES IN THIS

STUDY, INCLUDING APPROPRIATENESS OF ADMISSIONS, QUALITY OF CARE

DURING THE HOSPITAL STAY, AND WHETHER THE DIAGNOSTIC RELATED

GROUP (DAG) ASSIGNED FOR PAYMENT PURPOSES WAS CORRECT. IN A

SEPARATE REVIEW TO BE CONDUCTED THIS FALL, WE WILL PERFORM A

FOLLOW-UP STUDY TO DETERMINE IF PRO HAVE CORRECTED THE SYSTEMS

AND PROCEDURAL WEAKNESSES THAT I HAVE DESCRIBED IN DETAIL THIS

MORNING. WE WOULD BE HAPPY TO INFORM YOU OF THE RESULTS OF THESE

STUDIES AS SOON AS THEY ARE AVAILABLE.
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-6 -

IN CONCLUSION, LET ME SAY THAT WE ARE COMMITTED TO ASSURING

THROUGH OUR REVIEW WORK AND OUR SANCTIONS PROGRAM THAT EVERY

MEDICARE BENEFICIARY RECEIVES THE HIGHEST QUALITY OF CARE

POSSIBLE.

I WILL BE HAPPY TO ANSWER ANY QUESTIONS YOU MAY HAVE.
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MAJOR FINDINGS

o Based on the findings of this inspection, it is
apparent that occurrences of premature discharges and
inappropriate transfers do exist and must continue to
be addressed aggressively by the Health Care Financing
Administration (HCFA) and the Pe!er Review Organiza-
tions (PROs).

0 During 10/1/83 - 5/31/85, HCFA reported 4,724 cases
of premature discharges and inappropriate transfers.
Yet, only 2,688 (57%) of the reported cases could
actually be found. This is due to the phasing out of
the Medical Review Entities (MREs), inconsistent
instructions given by HCFA, and inaccurate reporting
by the PROs. Another 1,01 cases were reviewed, of
which 282 were reported after 5/31/85 and 736 had
never been reported (See chart on page 9.) Also,
during the time frames mentioned above, 14 (30%) of
the ?ROs were not reporting premature discharges or
inappropriate transfers. Therefore, the overall
e;ftent of the problem is still not fully known.

0 Of the 3,706 cases reviewed, 3,336 (90%) were
referred by the PROs; 370 (10%) were referred prior
to PRO implementation. One hundred and fifty-seven
(4%) of the 3,706 cases were not inappropriate
discharges or transfers. Of the remaining 3,549
cases, 2,907 (82%) were premature discharges, 491
(14%) were inappropriate transfers, and 151 (4%)
could not be categorized by type.

o Quality issues ranging from very minor to gross and
flagrant were identified by the PROs in 2,146 (60%) of
the 3,549 cases. PRO disposition of these cases
ranged from intensified review of identified hospi-
tals and physicians to no action being taken at all.
In 927 (43%) of the cases with identified quality
issues the only apparent action Eaken by the PRO was
referral to HCFA.

0 Of the cases reviewed, medical records involving 133
patieras were referred to OIG physician consultants
for review. Nineteen were classified by OIG con-
sultants as exhibiting gross and flagrant instances
of substandard care. PROs took no corrective action,
other than referral to HCFA, on 12 of these 19 cases.
In the opinion of the OIG medical consultants,
inappropriate actions were taken on 106 of the 133
cases. Thirty-eight of these cases have been
returned directly to the PROs for various recommended
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actions. The remaining cases are currently being
reviewed by HCFA.

o PROs did have the authority to take action on the
quality issues identified in this study. It appears
that many PROs have not effectively used the authori-
ties or the processes available to address instances
of poor quality care associated with premature
discharges and inappropriate transfers.

0 During OIG site visits conducted in September and
December, 1985, problems were noted with the PRO's
accumulation of data pertaining to the quality of
care rendered by physicians and hospitals. This data
is necessary for the identification of abusive pat-
terns and subsequent corrective action.

0 HCFA has reviewed the recommendations contained in
this report and concurs. It has already begun to
correct a number of problems identified in the
inspection. Details regarding HCFA's actions can be
found in the appendix attached to this report. Also,
increased sanction activity by the PROs against
physicians/providers demonstrating abusive patterns
of practice has been recently noted.



410

AAHA

ST ATE.MENT

by the

AMERICAN ASSOCIATION OF HOMES FOR THE AGING

lor the

COMMITTEE ON FINANCE

U.S. SENATE

June 17, 1986

AMERICAN ASSOCIATION OF HOMES FOR THE AGING

1129 20th Street, NW. Suite 400. tshingion. DC 20036 202 • 296 S9WAJ



411

Mr. Chairman and members of the Committee, the American Association of Homes

for the Aging (MAHA) appreciates the opportunity to submit testimony on S.

2331, The Medicare Quality Protecticn Act of 1986. we commend your efforts to

maintain quality in the Medicare program at a time when concern for budget

deficit reductions threatens to undermine the integrity of this health care

program for the elderly.

Many of the provisions of S. 2331 will directly affect the members of our

association. Those members represent approximately 2,800 nonprofit facilities

which provide housing, health care, and community services daily to more than

500,OO elderly individuals nationwide. Over 75 percent of AAIHI members are

affiliated with religious organizations. The remaining members are sponsored

by private foundations, government agencies, unions, fraternal organizations,

and community groups.

MAA, strongly supports the sections of this bill which would promote quality

hospital and post-hospital care and enhance access by Medicare patients to long

term care, when that care is necessary. We particularly support provisions

which would discourage premature hospital discharge and which would require

discharge planning as a condition of participation. We believe that both of

these provisions would increase the likelihood that patients are stabilized

before leaving the acute care hospital setting. we also believe these

provisions would lessen the unpredictability of post-hospital placements for

both the beneficiaries and the providers of post-hospital care.
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In addition, AAHA believes that there are several proposals in S. 2331 which

present enormous potential to further the quality goals of this legislation.

We would like to comment on these provisions specifically, with some

suggestions for clarification and/or extension of the ideas set forth.

1. The Study of Admxnistratively Necessar Days

AAHA supports Section 106 of the bill which would require the Secretary of the

Department of Health and Human Services to study the reinstitution of separate

payments for administratively necessary days (ANDs). We particularly endorse

the requirements that the Secretary consider the impact of shortages of

post-hospital skilled nursing beds, the risk of discharge to inappropriate

institutions, and the administrative mechanisms which can be used to prevent

inappropriate payments for ANDs.

AAHA does not support the implementation of separate payments for ANDS without

further study, because we believe that such a plan would perpetuate a

short-term solution to what has become, and will continue to be, a chronic

problem in long term care. There remain too many "unknowns" to justify the

implementation of separate payments without a deeper understanding of the

problem they purport to alleviate.

The concept of administratively necessary days is similar in some ways to that

of swing beds, Both plans reimburse hospitals for providing long term care to

patients for whom acute care is not needed but for whom skilled nursing beds

are unavailable. The swing bed program assists small rural hospitals; the ANDs

approach does not list specific criteria for a hospital's participation.
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For either the swing bed or AND approach to operate, two economic forces must

be present; 1) there must be at least a temporary shortage of skilled nursing

beds, and 2) there ausL exist hospitals with low occupancy rates. The

existence of both forces in the current marketplace has been well-documented.

Although proponents of swing bed/ANDs reimbursement mechanisms tend to focus on

the SNF bed shortage part of the equation, the other, inescapable, implication

of these reibrsement approaches is that many hospitals, particularly those in

small communities, are having severe financial problems and require some type

of federal assistance.

This assistance is not in itself objectionable and, in fact, is a positive

development in many cases. No organization with Medicare beneficiary interests

at heart would advocate a modification in the reimbursement system which

undermined the role of the community hospital. The community hospital is,

after all, the source of acute care for many of our elderly, as well as the

rest of our population. Moreover, the community hospital is frequently the

resource on which long term care facilities rely when their residents become

acutely ill.

However, while we can support swing bed/AND measures as a short-term, stop-gap

means to compensate for the shortage of skilled nursing beds, we part company

with proponents of these measures who view them as long range solutions. At

some point in the very near future, hospitals must find more appropriate ways

to deal with their budget problems, and legislators must accept the need for

construction of additional skilled nursing facilities. This will entail the

revamping of a regulatory scheme which has systematically erected barriers to

63-857 O-86--14
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the construction of new facilities, such as severe Certificate of Need

restri:t.ors. This is not an easy task, but to do less is to send a message to

the e'e:' f.y this country that we consider the benefits to hospitals to be

more irqortant tran the costs to patients.

The patient "costs" we refer to are real and have several dimensions.

Initially, research findings presented at a recent swing bed conference

sponsored by the Robert Wood Johnson Foundation indicated that although long

term care provided by hospitals is cheaper for short stays, the care becomes

more expensive over time, if compared with the cost of nursing home services.

Second, the type of geriatric functional assessment required to understand an

individual's long term care needs is not generally completed by physicians and

nurses in acute care settings. As a result, the individual attention needed to

preserve an elderly person's independence (to the extent possible) may be

sacrificed to tne regimen necessary for the efficient management of an acute

care hospital. Third, quality of life concerns for most residents (food, staff

attitudes, activities, access to outside visitors, etc.), are not those best

met in a highly technical, acute care setting. 1 There is nothing to indicate

that the experiences of swing beds and ANDs would be different.

Our concerns over the potential for extensive lengths of stay under the AND

mechanism are based on the following relevant facts: 1) hospital occupancy

rates are continuing to decline and this trend shows no tendency to reverse

itself; 2) many states now have a moritorium on nursing home bed construction,

and pressures to keep Medicaid spending under control make it unlikely that

U
Swing-Beds: "Experience and Future Directions," sponsored by the Robert

Wood Johnson Foundation and held at the Brookings Institution, February 24,
1986. Proceeding will be published in late summer, 1986.
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those moritoria will be lifted anytime in the near future; and 3) according to

1983 U.S. Bureau of Census projections, the actual numbers of elderly will

continue to rise rapidly. Between the years 1980 and 2000 (just 14 years from

now), the number of elderly 85 years and older will more than'&doble from

2,240,000 to 5,136,000.2 This age group has the highest nursing home

utilization rates of any group in our population.

MAHA's concern is that these factors will come together with the "kill two

birds with one stone" philosophy and point the way to long term residence of

the elderly in acute care hosptials, facilities which are not equipped, or

disposed, to meet the needs of the institutionalized aged.

We raise these points in connection with the proposed study because we believe

that the time to start dealing with this issue is before it hits crisis

proportions. The way to approach the issue is to develop a body of information

which will define the parameters of the problems, identify possible solutions,

and remove the barriers to those solutions. We have come to the point where

anecdotes are no longer acceptable substitutes for data. We are also at a

stage where any study which manages to be funded and conducted should be

developed to yield the greatest amount of information possible.

AAMM believes that the proposed study of ANDs is a strong vehicle to begin

gathering the information we need to plan for the long term needs of our

growing elderly population. Specifically, we encourage the Committee to

broaden the scope of the study to look at the methods hospitals use to identify

2 Cited in "Health Care Needs of the Elderly," by Dorothy P. Rice, appearing
in Long Term Care of the Elderly, Harrington, Charlene, et. all eds., Sage
Pub- t ,iiver-yiHills-, Iifornia (1985).
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the availability of alternative long term care services before relying on ANDs;

to develop at least minimum standards and guidelines for documentation of the

unavailability of skilled nursing beds; to identify the average length of stays

in acute care hospitals which are characterized as administratively necessary

days; to determine the number of patients and hospitals involved; to identify

the geographic fluctuation (both by region and urban/rural) in AND utilization;

to ascertain patterns, if any, of specific DRO classifications which appear to

require ANDs; and to establish the degree to which the use of ANDs provides

evidence of a short-term or chronic shortage of skilled long term care beds.

Additionally, AAHA recommends that the language of Section 106 (c)(1)(A),

"Considerations in Conducting Study", be clarified. As now constructed, that

section reads:

(the Secretary shall consider the need for such a payment in order
to minimize I

(A) the disproportionate financial impact of current law on
certain hospitals (or hospitals in certain locations) due to
difficulties in arranging for appropriate post-hospital care, such
as difficulties resulting from a shortage of beds in skilled
nursing facilities where those hospitals are located and from the
source of payent for such care.... (Emhasis added.)

We were unable to determine the meaning of the underlined phrase or its

relationship to the rest of the paragraph.

2. Extension of the Waiver of Liability

AAHA appreciates the bill's proposals to strengthen the waiver of liability for

both skilled nursing facilities and home health agencies. We strongly support
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the provision which states that if SNFs or HHAs request a reconsideration of a

denied claim, the favorable presumption would remain in effect pending the

outcome of an expedited review determination. Similarly, we favor the

provision which would permit providers to appeal adverse coverage decisions on

behalf of beneficiaries

In additicn, AAHA agrees that the waiver should be extended to cover HHA

technical denials. Howev,- we believe, that to have meaning, the new HHA

waiver provisions should be accompanied by a return to the five percent claims

denial threshold, rather than the 2.5 percent threshold under current law. If

the 2.5 percent threshold remains, increasing the categories of claims which

can be counted against the waiver will result in HHA waivers being lost more

readily. The enhanced predictability of claims approval which S. 2331 intends

to achieve by this provision would effectively be lost.

A3. Develcptnt of a Uniform Needs Assessment Instrument

AAHA supports a uniform needs assessment instrument as a worthy goal but

encourages the Committee to recognize past experience in this area. One of the

most recent attempts to develop such a document was the PACE project, which

resulted in a 40-page form. Use of the form never became a requirement because

by the end of its development, it was generally considered unworkable.

In addition to past difficulties involved with this type of instrument, AAHA

believes clarification is necessary regarding part (a)l)(Ci of Section 204.

That section now reads:
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[The Secretary shall develop a uniform need assessment
instrument that.. .evaluates]

(C) the social and familial resources available to the
individual to meet those requirements;

Currently, this language is not in the law which sets out criteria for

determining whether skilled nursing care is needed and reimbursable. Section

1814 of the Social Security Act provides that Medicare will make payment for

services that-

(B) in the case of post. hospital extended care services, such
services are or were required to be given because the
individual needs or needed on a daily basis skilled
nursing care.. .which as a practical matter can only be
provided in a skilled nursing facility on an inpatient
basis....

It is unclear whether the proposed language sets out new criteria fot

evaluating the need for SN? care or is intended to amplify the "practical

matter" requirement. AAHA believes that this language has the potential to be

a positive step in recognizing the factors which contribute to the need for

post-hospital care. However, we are concerned that the language could also be

turned around to exclude some elderly from skilled nursing care, even when they

meet the qualifications set out in current law.

4. p the Role of the Peer Review Organizations (PROs)

MMHA includes under this heading all the bill's provisions to expand PRO review

and sanction authority. MM is concerned about the expanded role of the PROs

for several reasons.

I



419

Initially, with reference to Section 320 of the bill (Requiring PRO Review of

Quality of Care), we question how "potential problems of quality* will be

identified and dealt with in ways which differ from methods already employed by

state inspection teams, fedeil look-behind study teams, and long term care

ombudsmen. Besides the fact that these individuals and groups will be falling

over each other searching for poor quality, we question whether the PROs

traditional orientation to a medical model of review (for use in acute care

settings) is the most appropriate review mode for long term care. It appears

to us that medical review, supplemented with a long term care perspective, is

required of IHCFA's new long term care survey process, soon to be implemented by

the States. This survey process will include the failure to provide necessary

services. AAHA believes that the new patient survey process should be allowed

to get underway before another layer of review is added.

With regard to the PROs' new assignment to investigate all written complaints

made by beneficiaries or their representatives, we support providing a

confidential outlet for beneficiary complaints; however, we are not clear as to

how the proposed complaint system will mesh with the ombudsman program under

the Older Americans Act. Since it is contemplated that increased funding fot

PROs would be involved with this expanded scope of work, it might be more

economical to put those funds into better training for ombudsman, rather than

to initiate a new, and probably overlapping, investigation system.

5. St of Long-Term Qualit? Assurance and Review Stratey

The Association supports this study. Although we recognize that it may overlap

with the recent Institute of Medicine effort, AM was disappointed that
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reimbursement was beyond the scope of the ION study and would welcom any

analytical work which will link the ICK findings to reimbursement issues.

The connection between quality and reimbursment has been dismissed by many

researchers as "too complicated" to be included within the sawe study. There

is no dispute that the issues are complicated. However, the federal government

expects providers and beneficiaries to deal with these complications every day

in situations which are a great deal less dispassionate than the research

setting. AHA thanks the sponsors of S. 2331 for seeking to have the

Department of Health and Human Services address this difficult but essential

issue.

In closing, we want to reiterate the Association's appreciation for the efforts

to uphold the quality of the Medicare program. S. 2331 clearly reflects an

approach which seeks to address some frustrating provider issues, while

maintaining a sensitivity to the needs of this country's 32 million Medicare

beneficiaries. AAJiA looks forward to working with the Committee as the bill

proceeds through the legislative process.
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mr. hii-mn, and Members of the Committee on Finance, the

Amp,'ean roliog of astroenterolosv (ACt,) Is pleased to present

tpsti~monv noneorninq the Prospective Payment Systom and quality

prpirt! hpa,'h policy is causing deterioration in the

qtlIit-v Or hA Ith care beina delivered in this country. The

current national obsession with cost containment and the

imolpmaiti oin of the Prospective Pavment System (PPS) are

f-tors ,-spons i in treat part for the dorline.

Tt is won--rally aR-eed that the PPS provides Incentive fo-

a rani l.rar-e from the hosplt-41. !.irr numbers of not-fully-

ranovo-l. ,irP'-e patients in n-P of sub-acute medical

attention are hainR ralpased f-om hospit.als into their communities

fo" ('"3. n, nation's hpath care svrtom is not designed to

hinlp sich medical needs. We are experiencing a profound shift

in tho d amnv s on the-hpalth cire delivery system, caused by the

PP!, and fw, if any medical communities are prepared for this

change. 1onv-tPrm care providers do not have the resources

necessar-v to "Rear up" to meet sub-acute care needs of the

disrharqed M ed1cre patients. Therp are simply not enough

facili i-s. This problem is further exacerbated by current

rplpral polIcV and restrictions that diseouraRe development of

new !onv-te-m care facilities. Some would respond to that

sta.tpment Iv s-Avine that qom'ane is more readi'v available to
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Vationts lis 'n-re- from 'op Aft-~ :1 NIS sty AI^G concurs

wit'," vj 1'o' Wouldl ' "p to w-' I!, V n 1tPoe% in MIrnV

In :1'iuV&' n>''i'. o- irsing 'jon.' nir, a

on .4' - if"-Ail ti '1--I C cs nv 's o i 1'9ou 0 11 Icv m-ik e r

wou!l ko t' . Allow me to also mention that becaise of

t h A 'k of in M,1 e s,1h-tcltP ear,' fiilitios available in

,'inv irpas, solo Mo1i('I-e patients, who ar ready for hospital

Iishli"q 0 ' not w ' enough for !cmer'-P, -are kept at the

at tho hospr'.''s -xpenso, ailiti onal days while a

"QDO1uS in! few" nusing h4 s s,-u-A..

'Anv hVs' i s n VOS similr situation.

' 'ost ot -o-1toi" .V' p1 e s hpi' ', "17 0ind unique health

,-are nep'.s hat t tho-0,'h 3xmin ions and continuous

'oow'. ~ ~ nv~i i~ oups; of the PPS, and

Va -i 4 n. ' not I'low for tthis emphasis. Instead,

Adminv.a; ' -ecision mako-s to dis'oi-1Re thorough medical

eastroi n st i ni I xaminations, qI nitient nutrition and diet

nonitow-i-, an (onsr'Intin'js patient follow up. An in ieation

or 1'21 ;.9 be HVFA's current efforts to get elderl,

henpfjiacrios si.ne.1 up with Hh 's that have traditionally been

irpa-od toward providnR ca-P for healthy voung people.

r>naIIlv, mr. rhar,"mjn,

f'olp'-"l poliov is to ,atchet

Plderiy, Amep-';Oa' Ave'ago

T must emphasize that while current

lown on health care benefits to the

person .isn't Retting any yoiinger.
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• 1th~n the. newt twenty veirs thpr,- w .l ,#- more ellpriv per-ion.%

than ever h-fera. 1 tjr nit~on's IP. ,: ,r Al hattee *like a n-w

look at ou i--a.v fnalpiui--z 3 s" tm of provi'linr mpi.!(0 "ar:

for ipp i,Vvl'aiiq. Tnst-aa of nick!- an,i diming the svnI.twm

to the hone, onvrp.s .an1 tip Alministrition should he eximininq

the h-.t wtv In pxpani al improve our ihi1|tV to earo for the

"h: n1 v'tu r the opport'znity to present the views of

the Americin "ol..pe of qastropntproloRv.
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The fina-cia impact of diabetes mellitus on the Medicare prora ;

cons ide raha- In iq,9 the Health Care Finan~cing Adnirnist ratoii ,CFA -t.,
inancial arm of Medicare. compiled data on the costs of hospital care !,:

patients with different discharge diagnoses. Although the majority of
elderv people with diabetes are hospitalized for cardiovascular disease f'r
fo complications oif diabetes rather than for diabetes mellitus per se. "Ie
"Metdpa'" file for fiscal year 1982 (based on a 20% sample of Medicare
dischargvs, :.dica+ted that unccr.tplicated diabetes mellitus was the ninth
l-ading discharge diagnosis, with a projected cost of more tan $288
million per v-at for hospital care

In ear': '83 -ongress passed legislation (1) creating the Medicare
Prospective 'avment System (PPS). which has replaced cost reimbursement
payments to hospitals for the inpatient care of Medicare beneficiaries.
Inasmuch as the intent of the law is to control the escalating costs of
hospitalizations, it is not surprising that the HCFA has paid special
atte-ntion to "uncomplicated" diabetes mellitus and a number of other
diagnoses for which hospital admission rather than outpatient care might be
construed as unnecessary.

Review of the appropriateness of hospital admissions is the responsi-
bilitv of Professional Review Organizations (PROs) under contract with the
HCFA. If an admission does not meet criteria agreed on in the contract
between a PRO and the HCFA. the PRO is supposed to instruct the Medicare
fiscal intermediary (often an insurance company) not to pay the hospital
for that admission The "principal admission diagnosis" is identified by
the medical records personnel of each hospital, who use numer!cal codes
listed in the international Classification of Diseases (ICD). a manual
designed for recording mortality and morbidity statistics. The TCD is
revised every 10 years under the auspices of the World Health Organization.
the US version is the ICD-9-CM (clinical modification).(2)

The PPS, on the other hand, groups the principal diagnosis of each
patient according to 467 different -principal" diagnosis-related groups
(DRGs) for purposes of prospective payment (3-5). The Health Systems
Management group of the Yale University School of Organization and Manage-
ment matched DRGs with ICD-9-CM diagnosis codes (6) and provided the HCFA
with computer software to give Medicare fiscal intermediaries, which would
in turn identity cases for review by PROs. Diagnosis-related groups 294 and
295 embrace the following ICD-9-CM diagnoses for diabetes mellitus: 250 0,
without mention of complication. 250.1, with ketoacldosis; 250.2, with
hyperosomolar coma; 250.3. with other comas; 250.4 with renal manifesta-
tions. 250.5. with opthalmic manifestations, 250.6. with neurologic
manifestations; 250.7. with peripheral circulatory disorders: 250.8. with
other specified manifestations; 250.9. with unspecified complication.
The fifth digit of the code determines whether diabetes was adult-onset ot
unspecified (0) or juvenile type (1).

Each DRG has a weighting factor (see Table 1), which is multiplied by
the "average cost" per case to calculate payment to the hospital. Factors
other than DRGs that determine what the cost of the "average case" will be
have been outlined extensively in the Federal Register (3-5) and in several
comprehensive commentaries (7-9).

After the proposed PPS regulations were published on September 1, 1983.
(to be implemented on October 1) (5). the American Diabetes Association
(ADA) transmitted some misgivings to the HCFA (10). The first of two impor-
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•, , .s ,.,, ".iat th*-re might h e a financial dIsi nc 1 t ve for an.-i v
a s . ,, -, ent edu * i ion which is so imporlat !? tor d ahet-e

.. , .daie part A cost centers for such services would be
.1 . 'i I:,'. not replaced Iy itcenti ives for out pat i ent ( are Al

• ,,-s .ot appear to have heen any svst emat ic re.v-iew of the
;,qI !,, S on the spc'r Im of Losp it aI anc I, L se rvi c#es a I.. -

W' A .' ',t .-4 ,,h of the 10 repfrenal offices of the iKFA to all Medicare
si- in 11u8,4 stat ing that outpatient educt iton of di.,-

, .i ret rtut sable set vi .- e under Medicare part A 'lheth, r
t ive.; educt ion programs have been able to tae advk nte,,,

I % I. I tl' 1 fnct Iat.iII ilna smtuch as tie pol icy ppv as ot % I t o .a
t ' ,"T *Iq I 1Ve mrost M dicate piciprtams

-:I A, ,A' twO main cofnc.serns was that the co st ,'d lovt,,h of

t :Pa.s .'94 ad .- ) Table 1) had been underestimated and rtI..,

" 1 , ttA-(s as a comorl. id factor on the cost of other DR(.s miei; t
a ~so |lv- i'-:. tiderestimated Anticipated effects would include premature
.i,',,:,-,- oft ; , i.ats with diabetes or difficulty in obtaining hospitaliz.a-

Ti s .;,,: is the result of an effort by the ADA Government Relations
,omir, itie to discover whether the PPS was having such deleterious effects on
the qu.alitv of care of people with diabetes It was accepted bv the

Co'miittee a: its October 1985 meeting

The impact of PPS on the hospitalization of diabetic individuals las
hen diffic-ilt to assess Two potential sources of information exist. the
Hl-alt:h are Financcing Administration (HCFA) and the PROs inr 53 different
.i,, , a1:.i ar (IS The objectives of the PROs, stipulated in their contract!s
w;:Ii Mt-dicare, fall into two categories. 1) Admission-reduce inappropriate-
,admissions. reduce admissions for procedures usually performed on an out-
pat iv"rv 1,.ais reduce admissions for unnecessary invasive procedures, reduce
inlppropriat.e ransfers to hospitals not covered by the PPS. and monitor
adlssiot pai:emns. and 2) Quality of Care-reduce readmissions resulting
ftow ir;ade1'zate care during previous admissions, ensure the provision of
medial services that. by omission, can cause patient complications, reduce
.'oidable deaths, reduce unnecessary surgery and invasive procedures, and

reduce avoidable postoperative complications.

METHODS

Information as to the appropriateness of hospital admissions and the quality
of care had to be elicited from the PROs. A letter was sent from the ADA to
each PRO inquiring how DRGs 294 and 295 were reviewed, whether there had
been any significant number of denials of admissions or of payment for prior
admissions of patients with these principal diagnoses, or whether there had
been problems related to other DRGs in the case of a diabetic patient.
Answers were obtained through written replies or. failing that, inquiry by
telephone from all PROs except those in US territories that are currently
exempt from the PPS. The PROs in four states not subject to the federal PPS
(Massachusetts. Maryland. itew York, and New Jersey) were nonetheless
conducting retrospective review. Their answers are included.

RESULTS

Table I lists the relative weights for reimbursement of DRGs by the HCFA.
The downward revision for DRG 294 and the increase for DRG 295 (5) imply
answers to ADA's question of whether the costs of hospitalization had been

BEST AVAILABLE COPY
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unideres timat ed Accordinzg to the 4CFA the cost of hosp italizat ion of

pat nts 36 vi s old with the princi pal diagnosis of diabetes must have been
ove re t i ated I n l'483. whereas the cost of care for younger diabetic
patielits ,-etv ft-w are covered by Mlt"icare l.ad been underestimated The

tnew d.lta base lasel bV the HCFA for the 11485 relative weights was derived
from 11)0 of Mv,-i ate discharges itn fiscal year l,'R4 and the sources of data
were the lisca' itit -rue.dt ar es in each geographical area.

Thc answers to our inquiries suggest that information on inappropriate
hospi tal adii ssions is unrel lable and the informant ion on which iHCFA based
its revised factors for payment is incomplete. One problem is a lack of
untiformitv in the determination of the appiopriateness of an admission by
PROs. Table 2 sniows the great variation in what different PROs review A
few PROs have been carrying out preadmission approval as one of the speci-
fied objectives in their contacts with the IICFA The majority however have
been doing retrospective prepayment. review of ICD-9-C.4 (2) discharge codes
250 00 (non- insulin dependent, uncomplicated diabetes mellitus) and 250.01
(insulin dependent. uncomplicated diabetes mellitus). When Medicare fiscal
Intermediaries encounter these codes, their computer software should iden-
tify such cases by means of the "Medicare Code Editor" computer program and
call them to the attention of the PRO. With no guidelines from the HCFA, it
has been up to PROs to select and implement their own screening criteria
based on appropriateness of an admission. Most have adopted ISbR-riteria.
marketed by Interqual, a consulting firm in Chicago, IL. (Tables 3 and 4).
If a case fails to meet the criteria for an appropriate admission, decisions
as to denial of payment are usually made by physician consultants.

A few PROs were unwilling or unable to provide information on denials.
A number stated that there were "no problems". "very few cases", or "no
denials". In short, with a few exceptions (e.g., the PROs in Oklahoma, New
Hampshire. and South Carolina) the PROs were not able to provide adequate
answers, in part because of the second problem: the computer programs (the
Medicare Code Editor, etc.) used by fiscal intermediaries have seriously
underestimated the number of cases with DRGs 294 and 295 or ICD-9-CM codes
250.00 and 205.01. Some of the problem can be attributed to mismatches
between the etiologic orientation of ICD-9-CM discharge codes and DRGs.
Miilin (1) has recently reviewed the difficulties inherent in matching
ICD-9-CM discharge codes and DRGs. One example, which has already been
recognized and will be remedied (5), is that diabetic individuals who have
kidney transplants have been assigned to DRG 468 rather than 302 (see Table
1). What is more important is that cases are being lost altogether by
fiscal intermediaries (e.g., as noted in Florida, Georgia. Nebraska, and New
Jersey). The staffs of most PROs appear to be under the impression that
very few cases of uncomplicated diabetes are hospitalized, e.g.. statements
that "only 10 cases" (Kansas). "very few cases" (Maine. Virginia). or "no
cases" (Nebraska, District of Columbia) of uncomplicated diabetes were
identified. However, the experience of the PRO in South Carolina, a state
with less than 2.5 million in population (2307 cases of DRG 294 and 45 cases
of DRG 295 identified in fiscal year 1983), is much more consistent with the
large number of cases collected by trie HCFA in its 1982 Kedpar file before
the current system(s) for data collection was implemented. As a result.
many cases assigned 250 ICD-9-CM codes are not being properly allocated to
DRG 294 or i95. As some PRO staff have suggested in telephone interviews.
there may be general problems with the Medicare Code Editor computer soft-
ware that extend beyond diabetes DRGs. The present system of information
retrieval may thus prevent accurate assessment of the cost of hospitali-
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zat ion of ottet [)Rk.% is well

There are rno dat a re e'.'ant ,o th. quality Y of care of diabet ic pat ient s
c,'.'ered by I)R(.S 2'., and .r45 The reason is straightforward. PRO appears to
•",11sider discharge criteria i- g . those proposed by Interqual . Table 4)
Despite l.- starvit-m-n: 111.ht PROs ".tave under contract with the HCFA

,os oi :. 'uat irg whether the quality of services meets pro-

lessionaalv it-cof:.-ed standards of health care" (5) only two have been
teviewin.g the ira ill of care of patients with diabetes. West Virginia PRI'
has been motti"-riit rutadmissions of patients with DRC 294. noting that more
thian (;* weoe adir tied twice during fiscal year 1483; the California PRO is
Molritorizi, thLe oc',lrrCke of complicate ions in patients with ICD-9-CM dis-
,!'halO' codes .' 1-. ,

CONCULS IONS

Te validitv of the data that the ICFA used to revise the relative weights
of bRcs '4 and ","4 114able ]i is piestionable

Our attempt to discover if the PPS would have an adverse effect on the
quality of diabetes care failed because of problems inherent in the PPS
Even the negot, it ion of contracts between the HCFA and PROs has been
difficult The results of our inquiry suggest that the contracts have not
been supported extLer 1,v adequate guidelines for PRO review or measures of
PRO performance The confused picture of the relatively narrow area of
diabetes meilitus mav be representative of a more global dilemma of the |iCFA
and PRO r cups T.eytad to implement their reviewing activltles without
enough t;:-,t- 11) ad* quste1v. to publish adequate (prop,)sed) regulations
for PR s, ,, idecuatv of their data retrieval system. Analysis
and rej.,atz -! he !o-::. it-,Cies of the PPS should be Medicare priorities,
certaitriv 1.-! * " -en more complicated possibility of payments to
'vs,,',.', t: : ; ,, care iD-DRGs) is considered as an addition to

the PI'S , I. ,

The iniformat :tn this report has recently (October 1985) been
presented to the A.A i.overrmuent Relations Committee. The commitLee has
accepted this r,-port and will consider various strategies in addressing
ADA's concerts ii, about the impact of the PPS on quality of care. It may
be possible to ext-rt iome influence on the HCFA to 1) provide new
instruction, arid guidance to curtail the variations in PRO practice. (Un-
less this is done, data from different PROs will not be comparable and it
will he imp(,,.sibh to assess the effects of intervention by PROs except on a
state-bv-state basis ', 2) improve the data collection system and eliminate
coding mismat!.l,s. which not only prevent reliable analysis of fiscal data
but of qiialiiv of care as well: 3) implement quality-of-care review by
PROs This ac iviTv has been neglected by PROs because the quality of care
has not beer, ani ex;',it contract objective and because there are virtually
no guidelines fo sukh review )

Additional ieg'i,,a-ion may be necessary if HCFA is to attend to this
problem, Cong:es,man Rovbal of Calitornia. chairman of the congressional
Select Committee on Aging. introduced a bill (HR1970) early in the current
congressional sessionr-"The Quality Assurance Reform Act of 1985" which wouliT
require that as of October 1, 1986. one half of a PRO"s efforts be towards
quality review It would also establish a National Council on Quality
Assurance to recommend improvements to HlHS and Congcess and would

BEST AVAILABLE COPY
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instruct the Department of Health and Hwsan Services to conduct studies on
the impact of the PPS on the quality of care Although tnis specific
legislation does not seem to have progressed in committee. simlar
legislation may be important because attention to t*Ie quality ot care ma be
the only effective protection against any detrimental side effects of
cutting the costs of hospital care
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* DRK assignments have been summarized in Federal Register publi-
cations hb the HCVA of interim final 0) final (4) and 1985 proposed rules
i5) For each acute care hospital covered by PPS. there is an index dollar

amount for the average case which is then multiplied by the relative weights
assigned to each DRG in 1983. Revised relative weights, etc., which were to
take effe-ct on October 1. 1985. are given in parentheses. The geometric
mean of length of stay provides some of the data re intensity of care. lead-
ing to the assignment of relative weights. and is a guideline for review by
PROs. Outlier cutoffs are the thresholds (there is a cost threshold also)
that must be exceeded for extraordinary reimbursement by Medicare to be con-
sidered.
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TABLE 2 PR(o Review of cases of uncomplicated diabetes mellitus

Statesf killc{ t i "n

All elect !ve admissions

AUi medical admissions

DR;s 29.4 and 2'5

At.. KY. TN. WI

.N

NJ. AZ. I. DE

ND. IW'DR(, 29. o111v

Retrospective J)repavme n trevie

DRGs 294 and 25 ID, IN. IA, OR, SC

DRG 294 onlv

ICD 9-CM 250 00 and 250.01

ICD-9-CM all 250 codes

None

AK AZ, AR. CA. CT. DE. DC. FL. CA.

HI. IL. KS. LA. ME. MD, MA. MO. MT.

NB. NV. NH. NJ. NY. OH. OK. PA, RI.

SD. TX, UT. VA. WA. WI

MS

NM

*Review for preadmission approval is carried out by a few PROs that have
explicit objectives in their contracts with the HCFA for reducing the number
of admissions of specific DRGs. Retrospective prepayment review is carried
out according to instructions given in PSRO Directive 107 from the HCFA
(1983). which requires review of 100% of cases with certain DRGs, 294 and
295 among them. Most PROs rely on the discovery of the counterpart ICD-9-CM
hospital discharge codes by the Medicare fiscal intermediaries in their
locality.

CO. MD
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Table 3: Screening criteria for retrospective payment* of DRG

294 and 295 hospitalizations

Criteria No. of PROS

Detailed local criteria 7

Rudimentary local criteria 5

Irterqual-ISD or minor modification 17

Dr. Paul Gertman's AEP-SIIS Criteria 2

"Validation" criteria of the AMA

2

Not stated 8

Total 4W"

*Several PROs that carry out preadmission approval also carry

out retrospective reviev.
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Table 4: Synopsis of Interqual screening ISD criteria for DRGs

294 and 295

Appropriateness of Admission

Severity

Wide variations in BS

BS (50 or >300 ug/dl

Nev patient: FBS > 250

Acetone in blood

Blood pH ( 7.35

Acetone in urine

Urine > 3+ S

Appropriateness of discharge

No change in insulin for 2 days

BS normal for 2 days

Intensity

Special care unit

Intravenous therapy

Initial insulin therapy

Insulin pump regulation

Nevly diagnosed pregnant

Urine acetone negative

Patient or other

administers insulin
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.r.e American Psy:n.atric Association, a meclcal specialty society reprebenting

32,000 physicians nationwide, is pleasea to suo-nit testirony for the record on

Vuality of Care unoer tne Meoicare Proapective Payment System. Our comment

tocus on tne quality of mental health care for Mecicare beneficiaries ano on

S. 2331 (The Meolcare quality Protection Act).

Quality of Mental Health Care

The health care proolemw ot the eloerly are often more complex than truse ot

other segments of the population. As the eloerly population grows to

apijoximately one in five perz-ons in tne next tr..ty years, we are very

concerned, that the 15 to 20 percent -- Let een 3 ana 5 million -- of our

nation' - oure than 25 ralliors eaeriy k.ericana .:.t na.e oignLficant mental

health proolems are denied adequate treatrejA roecaise if tne a-scriminatory

"caps'" impozeo on psycniatri, tratent 6noer meoicarz.

As prospective payment has been phaseo in, other component# of the health care

system nave tran~ferrea care to tr: outpatient sector . This ib not often

possiDle tor mental health service aelivery. noer tte current Medicare

system, outpatient benetits are rebtricteo to $250 per year after copayment

ana aeouctioles. Because thio benefit has not changea bince tne 1960's, one

woula neeo a 1966 tenefit of SC0 tu !,ave eqjzvorent pucndaing ,,wer (in

constant dollars, the benefit is wortn $5C.70 toaay).

When tne Prospective Payment Sybtem (PPS) was first introduced, APA supported

the exemption of treestanaing psychiatric hospitals from the proposed DRG

system, anO buccesbtully persuaoed the Congress to aiso exclude oistinct-part

psychiatric units of general hospitals as the oitferentiation was a

aistinction without d difference. We notea that tne psychiatric alagnostic

groupings contained in the Yale-aevelopeo VRG listing were never validated in

any setting (at the Yale researcn team's own aorission) ano, it was, in the

interest of psychiatric patients, critical that psychiatric hospitals and

psychiatric units of general hospitals be exempt.

Since that time research conducted by APA on the appropriateness of the DRG

clas6itication scheme for psychiatric patient6 -- ano confirmed in numerous

-2-
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otre- inoepenoent analysea -- has aemonatrate6 that DRGa are not adequate as a

patient classification system for the mentally ill -- there is substantial

Inacc4rocy in the psychiatric DRGs' preoiction of resource Ube. The

inacc,;racy coula result in inappropriate oiscnarge of patients, and financial

ri*K to rno pitals treating tne nost severe patients. The researchers employed

a large hospital oiicharge data base (over 1.7 million patient recoras) to

bt~ay the potential impact or DRG's on psychiatric pitienta una inpatient

psyc.:.atric units in general hospitals (Englisn, Sharfstein, et al. 1986'

'rt stuoy, conoicteo ncer tnt auspices of the APA Task Force on Prospective

P; ,,Te-.t., contirmec our earlier concerns an Jubtifies continuation ot the

e), " a Jz Ion.

7 :.t .,.it j, .',tiert ,.njtr~C t(eatxient (',i0 ouy if time limit in d

pbyc..atric facility) clearly also oiscriM.inates against our elderly mentally

i-.. t t.e tict tr.at - to 30 percent ut 4l-cery A.ericans labelleo

"Sen::e" have reversible, treatable conditions, the combined outpatient and

i.=,t>~1.L service ihrr.tatiuiz miy not allow these people t- achieve more

tn* 'oz ana :,v:.et;t6 of liaison pycriatry have been oocumaenteo in

tt.e -. tetat-ire, .npitaX ani physicians, struggling to keep costs oown may

z-. tn.l bt-e::e-t:e service. Ail tiie c n, pvnents cA tnese services --

wt:. ta.iiy ano ztafl, -- are not tully reimbursed

.c " . cOntr,.ii e tuay extmzireo clinical outcomes ot a group ot

e:atriy patients jage 65 ana over) who underwent orthopedic surgery tor

.. :eo lenjis. Tnobe receiving liaison psycniatric bervices btayea in the

1Z c y .ese tndn patientb wno aid not receive such services. (A

"va t: jco~llar cu st s-ai~ito iy anyq ",ta-ring aev.lce). The treil-f-ent.

gro,.p was aibD twice as likely to be lischargea home instead of to a nursing

r uti,,-r :.es.tr.-rctated inbtitution. I.sus, liaison psychiatry services

V:' v Q.evr , .t bdvings ny reoucing health care utilization in other

uttlor.% (i ttre r.ea' tn sector.

A itior~oly, vyLnidtric symptoms are treqjently non-bpecltic and colwrkonly

ccc;r :n nmeaical, as well as psychiatric disease. There is evidence

"::_ating Lat na.*. ng a psycniatric aiagnosi; is asbociatea witn a nigh risk

-3-
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of medical illness. Also, there are a great many physical illnesses that,

upon initial presentation, appear to be nervous anri mental disorders.

The rebearch literature tully documents psychiarric illness produced by

infections, thyroid gland dysfunction, chronic encephalopathy related to heart

block, carcinoma of the pancreas, hyper-parathyroidism, Wilson's disease,

subacute enephaJitia, and strokes.

These studies also emphasize the importance of the interrelationship between

specific psychiatric symptoms and specific medical dise"aes. Physicians in

practice must continually weigh zuch psychological factors as personality

traits to properly treat rheunatoid arthritis, hypertension,, peptic ulcer,

aiaoetes, ulcerative Coiitis, ailerglc .kin infection, bronchial asthma,

coronary disease and cancer.

Cutbacks in hospital staft or empnasis on early niscnarge under PPS may not

allow patients to receive the full range of services needed for their care ana

aiterentidl diagnosis could De rufneu. The aiscnarge of patients in a

'quicker ana sicker" fashion may not allow appropriate treatment for

psychiatric iilneo.s on itb own or in comrzinat-ton witn other medical illness.

Tt.e MLDICARE QUALITY PROTECTION ACT OF 1986 (S2331)

The APA supports the goals of the Meaicare Quality Protection Act of 1986

iotroduceo by Senator Heinz and other aistinguisned members of your

committee. we are concerned that the bill does not address discrimination

against psychiatric services under Meoicare. Our detailed comments are listed

below:

TITLE I - Section 101. Tne requirement to nave the Secretary of HH1S

develop and submit to Congress by January 1, 1988 a legislative

proposal to refine PPS to better account for variations in severity

of illness and case complexity is laudable. We must point out,

however, that DRG's may never be tne appropriate method for paying

for psychiatric services because psychiatric DRG's account for only

3% ot the variation in how lorsg pbycniatric patients stay in the

-4-
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hump:tal. In aaition, as mentioned previously, the psychiatric

DRGa were never validated when originally developed. Some authors

have, in fact, buggebted that patient characteristics predictive of

hospital costs include: degree of aisruptivness; degree of

disorientation; degree of medical problems; and difficulty of

placement. The costs associated with a psychiatric hospital stay

include: statt time; length of stay (hotel costs only) -charges for

diagnostic tests; charges for medical-surgical services and charges

tor medication. According to these authors, in oraer to develop a

new system for payment, appropriate research would concentrate on

avveioping a scale for clinically assessing patients. (Light et al.

1986).

Section 101 - mtentaliy aisanleo person*, who have dementia or other

alsoraers, may, because of their illness neen an *advocate' to

interpret ana assist the to unoer~tana an a appreciate their

cischdrge rights.

Section 103 - Trie Section may neec amenonent o that hospitals may

apply for special outlier payments when a beneficiary loses an

appeal.

3-=cti, 1C04 - ionite, in 9es eral, we support tne prohibition of

pnysician incentive plans, we question how HMO's, which often builo

into paymentincentives for lower hospital utilization, would be

treated in this situation.

SEction 105 - Review by the Secretary ot quality assurance standards

us*' by hospitals for conditions of participation in Meoicare would

o.. appropriate if dune in conjunction with the iong-establisned

Joint Commisbion on Accreoitation of Hospitals.

Section 106 - A study of aominittratively necessary days must

clearly examine the numbers of our frail, mentally ill elderly who

nveo such care. While those with solely pnysicial illness may be

oischargeo with appropriate home health care service, the frail,

-5-
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mentally ill elderly may neea extra aays in tne hospital to arrange

aaequate cost-effective care.

TITLE II- Section 201 - APA supports the provision of appropriate

discharge planning. Psychiatrist input (as well as that of other

physicians) woula oe critical in oroer to develop guidelines and

standards for the discharge planning process.

Section 204 - As the Secretary engages in aevelopment of a uniform

needs assessment instrument, the members of the advisory panel

should include a psychiatrist.

Section 207 - As mentioned previously we fee" that in many caseb a

mentally ill beneficiary must nave a representative for the appeals

process.

TITLE III - Section 305 - APA would &e very concerned about sharing

of confidential information among PRO's. We have previously

testitiec to tne Finance Committee trt there is a distinction

Between treatment notes, ana administrative notes by

psychiatrists. Treatment note must be nela in strictest confidence

-- only tor the eyes of the psychiatriits. Tnis section would allow

too many people acceos to very con lie:.ial information.

APA recommenas that qualified researchers outside the government gather

information on the quality of post-nospital care, ana develop strategy tor

long-term assurance and review of quality unaer PPS. We recommend that the

majority of PRO activity empnsize quality of caLe. In addition, some of the

aaaitional PRO activities may not be feasible given current PRO

reimbursement. We support the requirement for a consumer representative on

PRO boards.

Summary

While APA supports many aspects of S233i, we are concerned that little

attention is given to the area of mental health service delivery under

-6-
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-re. ann tre regative effect on q a!it. ot cdre presented Ly Heoicare'.

.-. rnat:y coverage policy for mental health services. In addition, we

~.z Le vty concern a* ,ut the vaxi.:enance ana protection of medical

: cu-:s ana trea--,ent noteb from unwarrantta oaisclosujre during PRO

;e .:e tr,,t ar;. action cn tnis legislation I-roviae an appropriate response to

c..r ration's nore than 25 million oloer persons wno have significant mental

:.:. l : 4 - , yet 3re cenieo aaequate treatment oecause of the

;.rir at"ry cais" :.posea in 1965 on psycniatric treatment under Medicare

-- . t tiEt tene:itb are re~trictea tQ $250 per year otter insurance

S:zti;..-,. tAe .qte n enta' rE.tri coverage would allow the twenty to

- : , -1aei %.',zricdn-- w'.t .,ve beern aneleo 'senile" and actually

:.'e :everz.:e, treatable conaitions to become productive, active members of

n::, ,rec %b:za.y &no costly ro:.pitalizat on. We nave oevelopeo

njr::acologmc an-, behavioral treatments that are effective in treating phobias

: :r :,XIety" cziroers, nenrr, itratea that memory lo.s ano other cognitive

.elic:ts aw.oiiana htn Alzheimer's Di-.ease may ne modifiable with

c-, o, .rnz r"povc ietnocs tor assessing tne effectiveness of

-:'-.therapy, ar-a for iaer.tifylng specific type of psychotherapies best

.i:t: tco 'c:. :c al33er[ An irjres=ive, but not even an exhaustive

t., ! Ci:e average policy jpreverts the elderly from receiving the

rta kr.ra.4;r.. :-,rovec c-Jverige ot the mental health neeas

t.e.ea-r." people uncer Mecicare coual provide the mentally ill elderly

t:,e c.nity, proaactivity, ano inuepenaent living to wnich they are entitled.
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liT Hil Anecan Physical tap soit

June 5, 19!6

The Honorable David Durenberger
Chairman. Health Subcommittee
Senate Finance Committee
219 Dirksen Senate Office Building
Washington, D.C. 20510

Attn: Betty Scott Boom

The American Physical Therapy Association is pleased to submit this
statement for the record in support of S. 2331, the Medicare Quality
Protection Act of 1986. The American Physical Therapy Association
represents over 40,000 physical therapists, physical therapist
assistants, and physical therapy students. We believe that the Act would
provide some valuable safeguards to ensure that our nation's Medicare
beneficiaries receive the highest quality services possible both in
hospital and in outpatient settings. We would like to offer some brief
coments on the provisions of S. 2331 which are of particular relevance
to physical therapists and physical therapy patients.

We strongly support the permanent reinstatement of the favorable waiver
of liability presumption for hose health agencies and skilled nursing
facilities. While we are appreciative of the temporary extension of the
waiver provisions granted to home health agencies and nursing homes under
the Consolidated omnibus Budgec Reconciliation Act of ;985, a permanent
extension is necessary. As patients continue to be discharged "sicker
and quicker" under the DRG system, the need for skilled nursing, home
care, and other types of post-hospital care will continue to increase.
While cost-shifting is of obvious concern, it seems a misguided and even
perverse remedy to penalize those providers onto whom the burden has been
shifted.

The Health Care Financing Administration, in its rule eliminating the
waiver. emphasized that major concerns to be addressed are instances in
which care is being provided which is not medically reasonable and
necessary or which is characterized as custodial care. Yet, despite all
assumptions to the contrary, such instances a. tut universally agreed
upon by the intermediaries themselves. nor are they generally known to
the providers.

-'' 'i fM P,'13%~e~ Alp,arV!.a i '.4 ?Z4 3. APIA
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The Honorable David Durenberger
June 5, 1986
Page 2.

Most importantly, elimination of the presumption would result in an early
curtailment of services to Medicare beneficiaries. Despite the fact that
beneficiaries have been found to be in need of more services and a
greater intensity of services, providers will be given the clear signal
that early termination is the more appropriate course to take.

We are pleased that the legislation proposes to extend waiver of
liability coverage to denials based on "homebound" and "intermittent
care" requirements. However, we echo the testimony of the National
Association for Home Care, which noted before your Subcommittee that the
2.5 percent threshold would need to be adjusted upward in order to
account for the addition of these claims into the base used for
computation. We request that the level be raised to 5 percent,
equivalent to the level of denials allowed for skilled nursing
facilities.

'.e are also pit-ascu that the 1egiAm..ion candtes the Secretar: to
develop a uniform needs assessment instrument to determine an
individual's post-hospital needs. The implementation of the DRG system
has fundamentally altered the level of intensity of post-hospital
services required for many patients. It is vital that a fresh look be
taken at the issue of need and scope of services to be delivered.

We strongly agree with the National Association for Home Care that
"probably the biggest problems facing home health agencies at present
concern widespread, extensive delays in the time it takes to receive
payment or a coverage determination after the claims have been
submitted." Many physical therapists own or administer home health
agencies and have reported that such delays have greatly increased over
the last several months. These small business people cannot afford the
long delays which have become the norm in many cases. Further, when
coverage decisions are delayedd, it forces the provider to choose between
ont ining to provide services withi no cctrt i:ty that thie: will ever be

reimbursed, or terminating the provision ot needed services to the
beneficiary.

Finally, we are pleased that S. 2331 would once again allow Medicare
beneficiaries to appoint a provider or supplier to represent them in the
claims denial process. Our members stand ready and willing to represent
Medicare beneficiaries in their appeals, yet the stance of the Health
Care Financing Administration precludes this assistance from being
accepted. This is especially problematic because it is these very
providers and suppliers who could be most effective as the
representatives of the beneficiaries in the appeals process. After all,
the services denied coverage were rendered by these providers and
suppliers. The enactment of S. 2331 would eliminate this major inequity
in the current appeals process.

On behalf of our members, the American Physical Therapy Association
thanks the Chairman for this opportunity to present our comments.
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STATEMENT

OF TIlE

AMERICAN SOCIETY OF INTERNAL MEDICINE

TO TIlE

SENATE FINANCE COMMITTEE"

ON THE

QUALITY OF CARE UNDER MEDICARE PROSPECTIVE PAYMENT

June 3, 1986

I The American Society of Internal Medicine (ASIM) is an organization of over 20.000
2 physicians who specialize in internal medicine, many of whom also practice in a
3 related subspecialty. The Society was founded in 1956 to address socioeconomic issues
4 facing the practice of internal medicine. As the major providers of continuing.
5 comprehensive medical care to adults, internists are especially concerned with the
6 health care of the elderly. ASIM takes this opportunity to express a number of
7 concerns it has with the quality of care beneficiaries receive under the Medicare
P program. The Society will also take this occasion to voice its support for the
9 Medicare Quality Protection Act as a necessary means for addressing some of the

10 quality problems currently experienced under Medicare.
11
12 When the prospective payment system (PPS) was first implemented, ASIM expressed
13 reservations about the effect diagnosis-related groups (DRGs) might have on the
14 quality of patient care under Medicare. Specifically, the Society was concerned that
1 the system could lead hospitals to (1) underprovide services, (2) skimp on care in order17 to stay within payment limits, (3) artificially inflate diagnoses to obtain higher17 payments for the hospital (DRG creep), and (4) provide lower quality of care toMedicare beneficiaries.
19
20 Because of these concerns, the Society has urged the Secretary of the Department of
21 Health and Human Services (DHHS) to provide greater coordination at the federal
22 level in collecting and disseminating data regarding the quality of patient care. Thi
23 is necessary in order for Congress and the Administration to properly assess the
24 impact prospective payment has had on patients. In 1984, ASIM wrote to then
25 Secretary of Health and Human Services, Margaret M. Heckler, urging that DHHS, at
26 a minimum, collect data on patient mortality and morbidity and compare prospective
27 payment outcomes with those prior to the current system. In addition, the Society
28 recommended that DHHS:
29
30 o Survey (on a confidential basis) physicians, hospitals, and patients periodically
31 to elicit their evaluations of the program's effects on the availability and
32 quality of care;
33
34 o Compile and report aggregate data and trends from Peer Review
35 Organizations (PROs) on the number of hospital readmissions resulting from

-1-
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from li('[,A. the offer .'f the S,'o,:ar , Certers for !)Co;Ie ' trWo. 'he

I Na!:o,a. (enter ft,- He%:th Ser .,. RPseareh. andt/br other app-,,priate
agei eotes charged i&An deve;opmn( i pan of action to obtain. coordinate and
report to .)ngress and the public a. appropriate informatior, on the program.'
effects on 'he qua,: . and avaiiah;ih of care.

!5 When Otis R. llowen. M.) eerare secrears of DItlS, the )ciety ag3in wrote to the
:E Department reilerating ',hat a oornprehenove program of this sort was necessar. to
7 assess and p, teet the quai,'I of patient care under PPS. The need for such a plan of

action has been underscored b% the Offit-e of Technology Assessment's (OrA) report
l titled Medicare's Prospe-'!ve Payment S.stem: Strategies for Evaluating Cost.

2 Quality and Medial Technolojy. The S."*eietv believes that a program Coordirated on
2. the federal leve. is essential for Cong-e, i.d the Administration to know the full
2- impact of PPS.
23
24 ASIM has informally distribute,! a survey to its members in an effort to gain a better
25 understanding of the positive and negative a.,peets of the )RG; system (Attachment
2 I). Although this survey is not scientific, it has reiealed several troubling problems
2' about the prospectivP payment system. Most bothersome is the fact that over 20 of
?- the 246 respondents listed specific instance. where they be!ireed the quality of care
29 of patients had been harmed b, DRGs. The most common concern of members is that
35 physicians are under considerable pressure to make either premnatdre or inappropriate

3 discharges. Another concern mentioned by nearly half of the re.pordents was that
3' DRGs do not reflect the severity of a patient's illness. As one physician put it.
33 "patients often have several diseases which need evaluation and/or treatment but
34 DRGs relate to only one diagnosis, that means either poor care or -ost overruns."
3E,
36 Less than a month ago, ASIM received a letter from a member internist in a rural area
37 that dramatically depicts how serious this dilemma can be. This member is the only
38 internist in his county, and approximately 85% of his practice is comprised of
39 Medicare patients. All of the county is served by one hospital. However, because of
40 financial problems created by DRGs, this hospital may be forced to close. The
4! following quote describes the problems that physicians. hospitals and beneficiaries
4? face under DRGs:
43
44 "The institution of DRGs has very definitely resulted in the need to
45 discharge patients earlier than medically appropriate. As physicians,
46 we now must judge between what we consider to be adequate care of
47 our patients or the financial stability of our hospitals. This has forced
4P us to begin to take chances with inhospital patient care in hope that
49 we can "get by" and then be able to continue what we know is a
50 necessary work-up on an outpatient basis. As a result of this attitude
5! there has been a very definite increase in both mortality and morbidity
52 associated with premature discharges. For instance, an elderly patient
53 that I recently saw in consultation for abdominal pain was discharged

-2-
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after azi upp,- ;.i. an! g i:!badder serie, i-evc sied that he had
glistone-. A live- seir w:.; rot obtained because we were attempti g
to save nu.e. the :'.cr -'ar would have sh wn hepatic metastjitjc
disease a disease front wh,.h the patient subsequently died. His
actual di r,,,s.s beeiame krowr "nix afterr his death. Prior to lR(Gs a

E more th,,4ru,.gh eaiati', Aoid have been done in t.e hospital. but the
7 government presently does not reitnours us for this. Our efforts at
0' the prese.t time are simpi% to get the patients over sixty-five out of
- the hospita, as soon as pNsihie without regard for any special pr-oblems

* - or even an% addit;or.al medical problems wh:ch they have.

12 hleeause of the artificially low reimbursements for medical procedures.
1 3 as opposed to surgical procedures, elderly patients are being denied
14 adequate medical testing unless their problems appear to be very
15 acute. Patients are therefore being sent home when their acute
16 problems seem to have improved. As a result, they are being
17 readmitted within the next few days or weeks so that further
I? evaluation of their secondary problems can be undertaken. Naturally,
19 with a system such as this, patients become extremely or even
20 critically ill prior to the time of their readmission, further adding t.
21 their health probii:ns.

2 Z
23 In order for our hospital to have any opportunity at all to aoid
24 bankruptc., there has been massive short staffing of nurses and
25 laboratory technicians which hi t resulted in a tremendous increase in
26 the number of laboratory errors, in the number of medication errors
27 and in the complaining of elderly patients that the are not receiving
28 adequate nursing care. I am aware that the DRGs have led to
29 increased cost awarenes% on the part of the medical staff but feel that
30 we are doing all we can in this regard. The fact of the matter is that

31 the quality of care for our elderly patients has taken a nose dive since
32 the institution of the DRG system and will continue on this sharp fall.
33
34 The ASIM survey further indicates that while the PROs have been established to
35 monitor the patient care provided under Medicare, they have been primarily concerned
36 with restricting hospital utilization rather than with ensuring quality of care.
37 Approximately one quarter of the respondents believe that the PROs had increased the
38 denial rates of medically indicated admissions under DRGs, to the detriment of
39 patient care. Aside from the survey, the Society has received other letters from
40 members who feel quality has been compromised because PROs are denying care that
41 is generally considered appropriate by the medical profession. These members have
42 also felt pressed by the PROs to conduct certain procedures in ambulatory settings
43 when the circumstances indicated that patient care should be done in the hospital
44 setting.
45
46 The Society believes this is partially due to the overemphasis on utilization review in
47 the Health Care Financing Administration's Scope of Work for the PRO program. The
47 Society has a long history supporting peer review of patient ear, that even predates
48 the Medicare program. One of the'Society's policies that has evolved from internist-
50 members' experiences in this area is that "high quality medical care deserves
51 precedence over considerations of cost in any peer review program." The Society is
52 concerned that this has not been the case under the PRO program. Although
53 technically HCFA requires PROs to meet certain quality objectives, the overriding
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] emphasis of the pr,,gra-i remain% on li-itrg hospital utilizatio i. The Society
recognize the imprtan.e ,, re of t,, redjoe unneess3ry utiizat2ion, and supports

3 such objectives. but i, ,,rong!% believes that quality rev:ew must be the primar,
4 purpose of a review pro4ram. epeaii,, uzuer a prospective payment system. For this
9: -reason, the 14ociet has fil repe:tll oveasior; e'enura=ed IfF=A te inereafe the
6 emphasis on quahit under the PIR( prog ji.
7

P The ASIM1 surv-', is an orgoing projet. and ite Society has eorltnued to receive mai.
2 from memnerN. similar to the letter quoted earlier. Other inters ts haive reported

10 shortages of hospital staffing. elnmiWation of rospital services, such as cancer
11 registries. pressure to upgqade diagnoses. pressure to admit patients on separate
12 occasions when mn,,re than one problem exists, and difficulty in getting PRO approval
13 for inpatient care that !s necessary cr prudent. The Society plans a more scientific
14 survey to further explore the nature of these problems.
15
16 These concerns have also been echoed by other agencies and organizations. The
17 American Association of Retired Persons has received hundreds of letters from its
18 membership detailing problems the% have encountered under the prospective payment
19 system. The General Accounting office has also studied this issue and found that (i)
20 patients are being prematurely or inappropriately discharged from hospitals. (2)
21 beneficiaries are confused about their rights and privileges under the present Mledicare
22 system, and (3) there is a lack of appropriate post hospital care for those patients who
23 are discharged from the acute care setting. Frdings such as these and others b5 the
24 OTA, Senate Special Committee on A :ing and the U. S. Inspector General have
25 provided further evidence that measures need to be taken to protect the health of
26 Medicare beneficiaries.
27
28 In addition, the present emphasis on cost containment under the Medicare program hay
29 undermined the physicians' role as patient advocate. 0n the one hand, through
30 prospective pa ment and peer review, physicians are expected to limit hospital
31 admissions, medical services and other aspects of health care to that which is strictly
32 medically necessary. On the other hand, physicians are expected to (and should)
33 continue to be the patients' advocate regardiQ health care. The problem lies in the
34 faet that there often is not a clear medical consensus regarding appropriate health
35 care protocols for treating patients. Therefore, physicians are faced with a choice of
36 providing care they consider to be prudent, and running the risk of having that care
37 retrospectively denied by the PRO, or making difficult determinations that certain
38 services may not be medically essential, and then facing the risk that the care may be
39 deemed of poor quality and, possibly, sanctionable.
40
41 Decisions in these gray areas are particularly difficult, given that the paramount
42 concern of any physician is the well-being of his or her patients. There have been
43 instances where patients have not met the PRO criteria for continued hospital care.
44 However, because those patients were not well enough to take care of themselves, did
45 not have an adequate family support system to care for them, or did not have
46 necessary nursing care available, it was not medically advisable to discharge them. In
47 such instances, physicians and their patients are faced with a losing proposition. The
48 physician can either release the patient against his or her best medical judgment or
49 advise the patient to remain in the hospital, knowing that the patient may not have'
50 the money to pay for his or her continued hospital care if it is denied by the PRO--
51 care that can cost as much as $800 a day. Both situations are detrimental to patients'
52 physical and mental well-being.

-4-
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I This difficult situation is exacerbated for some physiciar Aho practuee at hoc t,sN
that keep trck of admitting physieians' average ease exp.,-isem. This can be -,', One
detriment of patients' health eare if attending ph~scians are experiencing dire,- (.r

4 indirect pressure from the hospital to keep their hospital expenses in line witn otre
' physicians or under a certain cost level. If physician% fear that they %ill lose th. -

( admitting privileges because their cost averages are not in line with other ph. :t,(..
7 then they underi*ar.dab;s will feel strong pressure to curtail services so Ohat th,, cat

continue to care for patients needing hospitalization. On the other hard, if pre.."r...
0 applied to physicians to limit medical care that is more c'y tly than tha' prosirled ts

I( other physicians. there the patient can also suffer if hi!. or her physician conciade, t-"
II his or her freedom to use services that are necessary is limited. Problems such as
12 these make it essential that Congress enact legislation that allows physicians to
13 provide health care that meets their best medical judgment and yet is cost effic:1et
14 and that places the proper emphasis on quality under the PRO program.
15

1f The Medicare Quality Protection Act
17

Il ASIM endorses the Medicare Quality Protection Act sponsored by Senator Heir a.d,
lI Congressman Stark to address nan,. of the concerns described above. The Soctet'.
20 supports this legislation because it will make necessary changes to protect
21 benefiearies under the DRC system. Sp,.cifically, this legislation will:
2?

o enhance, the qul-'% of care ri the hospital settings;
24
?! o provide for better ,are of patients once they are discharged from
'f:e the hospital, and;
27
2 , o enable PROs to better monito,,r the care by practitioners and providers o)
29 ensure that they meet their legal and professional responsibilities.
3C
3 T The Society provides the following comments on several specific provisions ir the
3 Hein, Stark legislation:3 3

34 o Revise the Prospective. Payment System to account for case complexit and
35 severity of illness. ASIM believes the DRG system does not adequately account
3 for different levels of resource consumption that are required for complex or
37 serious illnesses. Fach patient's illness is unique to that individual in that it
3f; varies in degrees of severity and complexity, depending on a number of factors
39 such as age, general health condition, socioeconomic status, etc. Because each
40 patient's-illness is unique, a single diagnosis-related group cannot properly
41 account for every patient's medical needs. In instances where a patient has a
42 complex or serious illness, the hospital may be under extreme pressure to provide
43 the minimum services required in order to limit potential financial losses.
44 Allowances for complexity and severity should help correct this.
45
46 0 Rejquire the Secretary of DHIIS to arrange for a study of hospital qualityy

assurance standards for those facilities p participating in Medicare. ASIM believes
48 i- a-study should-be conducted to see if the hospital quality assurance standards
50 are still appropriate under PPS. The Society would further encourage that any
51 findings from such a study be referred to the Joint Commission on Accreditation
51 of Hospitals so that the medical community has input in the revision process.
52

53 Study the necessity and advisability of reimbursing hospitals for administratively54 . . . . ..
necessary days (ANDs). In the DRG survey conducted by ASIM, one of the

55 criticisms leveled by internists was that patients were transferred to
56 inappropriate settings when they where no longer in need of hospital care.
57 Victims-of strokes and Alzhe.mer's disease are two of the types of patients that



451

were mentioned by internists as being particu~ar!y susceptible to inappropriate
transfers. They may no longer need hospital care but they do need other

3 specialized care that is frequently not available. In such instances the Societ.
4 believes that it is necessary to provide reimbursement to hospitals so that
5 patients can be appropriately attended to until another appropriate post-acule
6 fdcility is available. Therefore, ASIM supports a study on administratively
7 necessary days.
8
9 o Require hospital discharge planning that is approved by. the attending physician.

10 ASIM strongly supports this provision. The Society's internist-members consider
I I this to be one of the major problems confronting Medicare. With DRGs, hospital,
12 have incentives to discharge patients quickly, but not to provide all the necessary
13 planning for a patient to be properly cared for after his or her discharge. Such a
14 requirement would ensure that all beneficiaries receive thorough discharge
IS planning so that their post-hospital care adequately meets their needs. The
16 Society particularly emphasizes the importance of having the physician consulted
17 in the development of the discharge plan so that all of the patients' m'di'al needs
18 can be accounted for before the discharge plan is actually implementeJ.
19
20 o Review hospital readmissions for selected DRGs that occur within 30 days of a
21 discharge. The Society supports this provision as a means of ensuring that
22 patients are not being prematurely discharged. Although the Society supports this
23 provision, we must erphasize that should such a requirement be mandated,
24 additional funding will be needed from Congress so that PROs can properly carry
25 out the additional review functions. ASIM also supports the part of this provisior
26 that requires this review for only a few selected DRGs. This will allow PROs to

27 focus on problem areas without spending a large portion of their time reviewing
28 all readmissions occurring within 30 days.
29
30 o Expand peer review outside hospital doors. In an effort to address quality issues
31 outside of the hospital setting, the Medicare Quality Protection Act would ex, Id
32 peer review to non-acute care settings, such as HMOs and ambulatory surgical
33 centers. ASIM believes that HCFA should address quality issues in these
34 settings. However, if peer review is to be conductd on outpatient care, then the
35 Society believes that such review should be limited to only those physicians or

- 36 facilities identified through professionally developed utilization guideline:; as
37 potentially aberrant. This would allow PROs to address quality issues without
38 becoming unnecessarily intrusive to the various practice settings.
39
40 o Require all PROs to investigate all written complaints of beneficiaries concerning
41 the quality of care they receive. Under an incentive system such as PPS, ASIM
42 believes it Is particularly important to investigate quality concerns of Medicare
43 patients. The Society supports the thrust of the bills' provision in this area but
44 believes it needs to be clarified in order to be sufficiently sensitive to the
45 professional reputations of health care practitioners or providers who have in fact
46 provided appropriate, high quality care. First, the Society suggests that the bill
47 be amended so that the PROs would only be required to conduct preliminary
48 Investigations of all written complaints. The purpose of this investigation would
49 be to determine whether grounds exist to conclude that "gross and flagrant"
50 violations or "failure in a substantial number of cases" (sanctionable violations
51 under the PRO regulations) may have occurred.

-6-
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I If an incident does not have merit, then the beneficiary should be so informed.
2 However, if a reasonable :ause-is established that a major quality problem exists,
3 then a full investigation should be pursued by the PRO that includes due process
4 rights for the practitioner--rights that should be specified in the bill. If, after
5 those due process rights have been fulfilled, and a clear Medicare quality problem
6 has been confirmed, then the PRO should take appropriate action, including
7 informing the beneficiary of its findings.
8
9 o Require each PRO to.spend a reasonable portion of its activities conducting

10 quality review. As mentioned earlier, the Society is concerned that the PROs are
S1 not required under the current scope of work to conduct enough review of quality

12 issues. Because of this, the Society firmly supports this provision and would
13 encourage Congress to further define "a reasonable portion" to ensure that quality
14 review is in excess of its current levels.
15
16 o Require PROs to share with federally funded quality assurance officials and state
17 rotecton and advocacy officials information concerninjjnstances of grOSS and

18 flagant" services or "failure in a substantial number of cases" to provide quality
19 care. The Society believes that information regarding incompetent or improper
20 conduct needs to be shared with proper authorities to help assure that only
21 qualified and corr petent practitioners and providers are able to provide health
22 care. The Society has. in the past, advocated more effective coordination of
23 quality review findings to help ensure that beneficiaries are protected from
24 incompetent providers or practitioners.
25
26 The provisions in the Heinz-Stark bill are an important step in helping to assure
27 that quality conerrns are made public and properly handled. However, the
28 Society believes that the language in the bill should be further refined to help
29 ensure that the quality concerns are properly handled. The Society believes that
30 information shared with other quality assurance officials should be restricted to
31 cases sanctioned because of "gross and flagrant" care or "failure in a substantial
32 number of cases." The reason for this is because PROs are expected to identify.
33 potential quality problems and then investigate them to ascertain whether they
34 are true quality problems. If information is shared with other quality assurance
35 officials before the PRO has fully conducted its investigation, then the
36 professional reputation of the practitioner is put into question without
37 appropriate due process. ASIM believes that this would have two negative
38 effects. First, it would taint the reputation of professionals without due
39 process. Second, it would be likely to discourage physician reviewers from
40 Identifying some quality issues if they were afraid that the information would be
41 used by other quality assurance officials before It was fully investigated.
42
43 The Society also believes that the information that is shared with state quality
44 assurance officials should be restricted to state licensing boards. The licensing
45 boards are the designated state agencies for determining whether or not a
46 provider or practitioner is competent to provide health care. In making such
47 determinations, the licensing board utilizes a variety of due process procedures to
48 fully determine the conipetence of the physician or provider in question. If the
49 Incompetence of the provider or practitioner is verified, then the state licensing
50 board removes or limits that person or institution's license. In those instances
51 where a case is found to be a result of bonafide Incompetence, and the license is
52 removed or restricted, then the citizens within the state are properly protected.
53 This information then automatically becomes public knowledge. Therefore, the
54 bill should direct the PROs to share the information with only those state entities
55 that have the legal authority to restrict practice.

-7-
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o Reuire the Secretary of DHHS to study a variety,ofquality concerns under
2 Medicare. Many of the issues slated for study under this provision of the act are
3 issues that the Sociely believes need to be studied, as it was pointed out earlier.
4 However, the Society believes that there is sufficient information at this time for
5 the Department of Health and Human Services to begin to implement a more
6 thorough quality assessment program. Specifically, HiIS should appoint a tssk
7 force to develop a plan of action to obtain, coordinate and report to Congress and
8 the public all currently available appropriate information on the effect of PPS on
9 the quality of patient care.

10
1 I ASIM believes that there are serious quality concerns under the Medicare prospective
12 payment system. As is evident by this statement, ASIM is strongly supportive of the
13 Medicare Quality Protectien Act as one way of addressing these problems. If the bill
14 is ampnded t make some of the clarifications suggested by the Society, ASIM believes
15 that beneficiaries will be protected even further.
16
17 The Society also emphasizes that it believes it to be essential that adequate additional
18 funds be appropriated to help finance the various provisions within the Heinz-Stark
19 bill, particularly w;th respect to the PRO program. Many PROs have had difficulty
20 meeting all the objectives in their contracts because of their limited finances. Their
21 financial constraints have been exacerbated by the fact that in the last two years the
7? Health Care Financing Administration has placed additional requirements on the PROs
.3 without adequately adjusting their finances to properly implement those
24 requirements. Although the Society firmly supports peer review, and while ASIM
25 strongly endorses man) of the provisions within the Medicare Quality Protection Act,
26 the Society believes that if the PRO program is expanded to a point that is not
27 financially viable, then the health care of the beneficiaries will not be properly
28 protected, the performance of the of the practitioners and providers will not be
29 properly assessed, and the viability of the peer review program--and ultimately the
30 Medicare program wil: be put in serious jeopardy.

/dmm
GIB-0524
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1 BACKGROUND
2
3 Following implementation of Medicare's prospective pricing system in 1983, ASIM
4 initiated a number of activities designed to familiarize internists with this new
5 payment mechanism and to assess its impact on patients and hospital/medical staff
6 relationships. ASIM recognized that the provision of quality patient care would take
7 on even greater importance under a prospective pricing system based on DRGs, and,
8 consequently, in March 1984, authorized funds for the design and distribution of a
9 survey to evaluate ihe effects of DRGs on patient care.

10
11 ASIM's survey on DRGs and patient care first appeared in the March 1984 issue of
12 The Internist (see Attachment A). Since then, it has been offered to members
13 through the Society's newsletter and distributed at component meetings on an
14 ongoing basis. The primary purpose of the survey is to evaluate the effects of the
15 PPS system--both Positively and negatively--or the i allyof Patient care. Based on
16 the responses-received, ASIM will evaluate any trends that seem to be occurring
17 nationwide and will communicate to Congress and the Health Care Financing
18 Administration (HCFA) any changes that should be made to the DRG system (for
19 example, recalibrating DRG weights or increasing the number of DRGs).
20

21 Although not a scientific survey, this project has successfully reached a substantial
2? number of internists and elicited informative responses. As of mid-September 1985,
23 246 ASIM members, representing broad-based internists, subspecialists of internal
24 medicine and neurologists, completed the survey. Many have submitted lengthy
25 letters and case reports documenting specific instances where they believed DRGs
26 had negatively affected patient care.
27
28 SURVEY RESULTS

30 The survey results are summarized below under five general areas: Quality of care.
3. severity of illness, PRO review, changes in hospital practices/services, and
32 hospital/medical staff relations.
33
34 1. J tali!y of Care
35
36 In its survey, ASIM asked internists whether they believed that the DRG system
37 had improved the quality of care provided to Medicare patients (e.g., by
38 encouraging more careful ordering of tests and procedures, initiating improved
39 and utilization review programs, improved communication among hospital
J - departments). Only 24 of the 246 respondents noticed an improvement in the
4* quality of care provided to Medicare patients. Moreover, there were over 200
42 specific reports of incidents in which internists believed the quality of care had
43 been compromised as a result of DRGs.
44
45 The most common of these, reported by 105 internists, was the premature
46 discharge of patients due to perceived DRG-related, hospital-imposed
47 pressures. The following comments from individual internists are illustrative of
48 many of those received:
49
50 "Printed forms appear on the chart 1-2 days before the DRG
51 expires strongly suggesting discharge."



456

DRG SURVEY
Page 2

1 "The overall thrust of communications from the (hospital)
2 administration is towards early, perhaps inappropriate,
3 discharge."
4
5 "When the DRG 'expires' I am reminded and urged to
6 do sometisi-.."
7
8 "Pressure to discharge sooner is very great and workup is
9 often incomplete."

10
it Many internists also reported receiving daily updates or notices on how much
12 their hospitals were losing as a result of certain patients. There were also
13 indications that these pressures are being communicated to patients. As one
14 internist commented:
15
16 "One local hospital details the cost on the front of the
17 record--the patient is aware of this. It has created
18 anxiety ...
19
20 , The remarks of other internists imply that the pressure many of them are
21 experiencing to discharge patients earlier may be more indirect:
22
23 "The hospital is not exerting pressure on our staff, but
24 there is pressure just knowing the hospital's livelihood
25 depends on us."
26
27 Many internists gave specific examples of the types of patients they believed
28 were being discharged earlier than medically appropriate:
29
30 "Alzheimer's patients without good placement."
31
32 "Patients with pneumonia and abdominal pains."
33
34 "Stroke patients have been transferred to inadequate
35 intermediate care facilities because they had the first
36 bed available."
37
38 "Patient with prolonged problems with deep vein
39 thrombophlebitis. (Another) patient with pneumonia went
40 home before completing antibiotic course. Both patients
41 were readmitted."
42
43 "A post-cholecystectomy patient age 82 who had a collapsed
44 vertebra, could hardly walk, and was not eating properly."
45
46 "I could give you at least 50 examples already. Most patients
47 were in the cardiac and chronic obstructive pulmonary disease
48 (COPD) classes."
49
50 In a related question, internists were asked whether there had been any increase
51 in patient mortality or morbidity associated with premature discharges. Some
52 47 respondents agreed that in their opinion early discharges had led to increases
53 in patient mortality or morbidity, with many offering their specific impressions
54 and experiences:
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"I feel so, at least two medical fatalities might have been
2 avoided."
3
4 "One patient with leukemia died at home three days after a
5 premature discharge."
6
7 "Definitely. A patient did not meet the criteria for further
8 stay. He died a few weeks later."
9

10 "Increased morbidity but not mortality as yet, although
1 expected in the future since the hospital will get stricter
12 in its evaluation."
13
14 Internists were also asked whether they had experienced any pressure from their
15 hospitals to discharge patients and readmit them within the next few days or
16 weeks, or were aware of instances where this had occurred. Eighty-one
17 internists complained about hospital pressure to readmit patients shortly after
18 discharge. Subsequent readmissions have two implications regarding quality of
19 care, as evidenced by the responses. First, many internists stated that a Iarg-
20 portion of these readmissions were the result of premature discharges: ',,
21 patients were not strong enough to leave the hospital and suffered relaps.. A
22 gastroenterologist recalled one such instance:
23
24 "EM, a 70-year-old black female, was admitted to the hospita ..

25 discharged one week later. She had diabetes, cholelithiasis, At., ,-*,.
26 and difficulty in taking care of herself. Additionally, arter ,,....
27 heart disease was a problem. She was dizzy and also had pt;'
28 symptoms.
29
30 On the last hospital day after she was seen on meda..-.
31 decided not to have a cholecystectomy. The hospia . ff
32 and said since she had made the decision, and since s e , "G
33 patient,' 'can she be discharged?' Under those cond" ,! , ' n spite of
34 the fact that I felt she needed medical supervisi,-r a .c ,.,a. days
35 more in the hospital for general care, regulation f h,' ,s, and
36 further assessment regarding gall bladder and ca ,, a ,c r problems, i
37 agreed to the hospital's request.
38
39 This was a mistake. She was readmitted to , s me 12 hours
40 later having had a 'black-out' spell at home.... baby represented
41 a transient ischemic attack.
42
43 It was probably my error in submitting tc p-es .-, get the patient out
44 of the hospital earlier."
45
46 Secondly, regarding complicated hospital stays. '-s reported that hospitals
47 have been encouraging them to discharge patle- s ad !. readmit them at a later
48 date for treatment of a second condition they had d~ag ,-sea during the first stay.
49 As several internists reported:
50
51 "We're advised if patients are found to have .nut!pie problems, handle
52 one major problem per admission."

BEST AVAILABLE COPY
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"Patients with f ultiple medical problems have one problem primarily
deal with per admission."

4 "We are made woll awire of the 'rules' encouraging this."
5

6 Otne re,, ident described a ease in which a patient with old pulmonary tuberculosis
7 and s.uppor )ve bronchitis was diagnosed as also needing cataract extraction. After
8 the patientwuourse of IV artibiotics, the hospital wanted her discharged and
9 readmitttd for cataracts. Another respondent spoke of a similar case but with a

10 more drastii end: the patient was discharged, and kept out of the hospital for one
11 week in order to be readmitted under a new DRG; the patient then died during the
12 second readmission.
13
14 Finally, internists were asked whether they'd experienced pressure to underutilize
15 medically necessary tests and procedures, and if so, to cite specific tests and
16 procedures that they believed weec indicated given the patient's condition but were
17 not provided, and any effect that underprovision of these tests and procedures may
IP have had on patient mortality and morbidity. Only 35 out of a total of 246 internists
19 responded affirmatively to this question. In fact, more internists (83) believe that
?0 DRGs have had the salutary effect of promoting a decrease in the ordering of
21 unnecessary tests and procedures. tHowever, a number of internists expressed
2? concern that I)RGs could eventually lead to underutilization of certain tests and
23 procedures, to the detriment of patient care. In the words of one internist:
?4

25 "In my opinion, the single most important reason that 'unnecessary' tests
26 are run is fear of lawsuits. When MDs can stop being afraid they will be
27 sued if they miss some exotic, rare disease, they will stop ordering so
2F11 many tests. I am afraid that the DRGs will pressure physicians to avoid
29 tests because they aren't cost effective and legitimate diagnoses will be
30 missed, leading to an increase in lawsuits. I think that one of the bad
31 aspects of DRGs is that we cannot look for unusual disease entities
32 because in general these searches are expensive and often
33 nonproductive, and will be looked upon by PRO committees, etc., as
34 inappropriate."
35
36 2. Severity of Illness
37
38 Internists were asked whether there were any DRGs they believed should be revised
39 because they do not reflect the act a' resources used to care for a patient or they
40 do not account for variations tha*, e ; rl the degrees of patient illness, given the
41 same diagnosis. Almost half of !he rets#,-dert. (102) indicated that changes needed
42 to be made to either some or all of ,hne 468 DRGs to adequately reflect variations in
43 severity of illness. As one member s.7red up:
44
45 " feel the biggest problem se,' v- ar is that the DRG is unrealistic--
46 patients often have se.ersl d - ,,, * ch need evaluation and/or
47 treatment but DRGs relate ' : diagnosis. That means either
48 poor care or cost overru-s."
49
50 Of the DRGs specifically menv:&r,#,c' ri • ,, ng revision, these cases were repeated
51 most frequently: Guillian- Barre'- ' - , respiratory failure, myocardial
52 infarction (MI), cerebrovascular a Wct'- (VA), leukemia, chronic obstructive
53 pulmonary disease (COPD), and sir, ne major complaint against the code for
54 respiratory failure was that it does 1 s', o for variations in condition and
55 response. The DRGs for MI, CVA, r r )P iD lack flexibility to account for outside
56 variab'jes and complications.

BEST AVAILABLE COPY
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1 Physicians stressed the need for severity classifications as some cases require more
2 hospital days than others. Respondents complained about the inadequacy of the
3 DRG for leukemia to pay the cost of services as it underestimates the necessary
14 amount of care. Internists commented specifically on such inaccuracy:
5
6 "The length of stay allowed for acute leukemia hospitalization is less
7 than ten days, yet a course of remission induction chemotherapy
8 typically requires 25-35 days."
9

10 "Continuous IV infusion for seven to ten days is stardard for a diagnosis
11 of acute leukemia (DRG 404), and the I)RG allows nothing for this or
12 usual complications."
13
14 The DRGs for strokes presented problems because all strokes are, as one internist
15 phrased it, "lump(ed) into a few simplified categories;" variations and complexities
16 of strokes are not accounted for.
17
1 Some 75 internists reported experiencing pressure from their hospitals to upgrade
19 the severity of diagnoses in order to maximize reimbursement. Respondents stated
29 that many hospitals educate physicians through lectures and posted reminders to, for
21 example, "seek more proper categorization to obtain maximum payment." Others
22 reported that:
23

24 "(We're) told to list all possible diagnoses so the best ones
25 can be chosen."
26

27 "There are DRG lists on all floors. The medical records people are
2P always 'negotiating' our discharge diagnoses with us."
29
30 "Diagnosis terminology is changed to fit the computer program. No
31 change in 'severity'."
32
33 - "If you want to stay with the hospital you probably have to do that
34 since the hospital is a business and the administrators always look
35 at dollar figures."
36
37 3. PRO Review
38
39 Approximately 56 respondents stated that they believed the hospital's designated
40 medical review agent (PRO or in the absence of a PRO, a fiscal intermediary) had
41 increased its denial of medically indicated admissions under DRGs, to the detriment
42 of patient care. As several members commented:
43
44 "Dependence upon criteria is too strict."
45
46 "Borderline cases are turned down, but usua!ly are revised on
47 appeal--MDs are more careful, But what about the patient who
48 needed care but is borderline, as is the elderly man with
49 pneumonia who lives alone?"
50
5' "I am sure that some patients are not admitted because of
52 possible denial."
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"I've had two patients denied despite the fact they needed
admission, in our first three months of DRGs."

3
4 Some 45 Internists also indicated that the PRO or fiscal intermediary had denied
5 care previously considered medically necessary under the cost-plus reimbursement
6 system and therefore covered by Medicare.
7
8 4. Changes in Hospital Practices/Services
9

10 ASIM sought Internists' views on whether the implementation of the DRG-based
11 system has led to any decrease in the quality of services provided by hospitals such
12 as (1) short staffing; (2) inappropriate substitution of nonbioequivalent generic drugs
13 for brand name drugs; (3) a decision not to install a technologically advanced piece
14 of equipment that has the potential to Improve patient care; and (4) a decision not to
15 treat certain types of illnesses, or encouragement of physicians to admit these
16 patients elsewhere.
17
18 In response, 104 internists reported short staffing of, for example, nurses or lab
19 technicians in their hospitals. They reported many lay-offs of nursing staff,
20 resulting in increased paperwork and errors; decreased RN status and increased use
21 of aides; decreased night coverage and delays in lab tests; and less nurses per
22 patient. One internist reported not having "enough nurses to carry out tasks. A
23 typical patient comment: 'I asked for a pain pill three hours ago."
24
25 Although not to as great an extent, ASIM members also noted the inappropriate
26 substitution of non-hioequivalent generic drug for brand name drugs (28 physicians);
27 more decisions not to install a technologically advanced piece of equipment that has
28 the potential to improve patient care (55); and decisions not to treat certain types of
29 illnesses, or the encouragement of physicians to admit these patients elsewhere
30 (43).
31
32 5. Hospital/Medical Staff Relations
33
34 A substantial number of internists spoke positively about hospital/medical staff
35 relations. Three-quarters of the total number of respondents observed an increased
36 awareness of medical costs among the staff. Some physicians commented that this
37 consciousness of costs has heightened at the expense of quality care; for example,
38 some argued that length of stay is shortened and the more costly and complicated
39 tests are not implemented to the patient's disadvantage, or diagnosis/treatment of
40 the more obscure illnesses is excluded. However, the general opinion is that this
41 awareness is positive, as more physicians are becoming involved in various
42 discussions and programs aimed at minimizing health care costs.
43
44 Forty-two respondents believed that the relations in general between the hospital
45 and medical staff have improved. They've noticed increased participation and
46 cooperation, and overall, better interaction between hospital and medical staff.
47
48 On the other hand, forty-two ASIM members complained about hospital efforts to
49 identify and deny or restrict privileges to physicians perceived as "too costly." A
50 - more substantial number of respondents commented that although this has not been
51 fully witnessed at this time, they can see such actions developing. Some have stated
52 that the identification process--through so-called DRG profiles--has aiready begun,
53 and that it is only a matter of time before outright denials are made by the hospital
54 administration.
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] SUMMARY OF KEY FINDINGS
2
3 ASIM's survey results have documented both positive and negative experiences, opinions,
4 and concerns of internists from across the country, and while anecdotal, provide some
5 insight into the system's effects on physicians, patients and hospital/medical staff
6 relations. As evidenced from the responses, many internists agree with the cost-saving
7 potential of the prospective pricing system but are concerned that cost reductions will
8 occur at the expense of patient care. Those responding to the survey clearly viewed
9 pressures to discharge patients early as detrimental to the quality of patient care. This

10 finding corroborated that of a study on DRGs conducted earlier this year by the General
I I Accounting Office (GAO). The GAO found that patients are being discharged from
12 hospitals after shorter lengths of stay and In poorer states of health than prior to DRGs.
13 Many patients are being told improperly that they have to leave the hospital because
14 their Medicare/DRG coverage has run out, according to the study.
15
16 Many internists responding to ASIM's survey recommended that adjustments be made to
I 7 the DRG system so that it would better reflect variations in the costs of caring for
18 certain patients. The average length of stay given in the Federal Register for each DRG
19 was considered inappropriate for the following cases: Guillian-Barre's Syndrome, MI,
20 CVA, COPD, leukemia, respiratory failure, and stroke.
21
22 FUTURE ASIM ACTIVITIES
23
24 ASIM will continue to survey members on an ongoing basis in an effort to evaluate the
25 effects of DRGs on patient care. In addition to the ongoing survey, a more scientific
26 survey will be conducted of a random sample of ASIM members. The Society will share
27 these and future results with ongress, HHS, and PROPAC (Prospective Payment
28 Assessment Commission), recommending changes to the system as appropriate.
29
30 The data received will enable ASIM to evaluate the system and propose any necessary
31 changes. At this point, the Society has identified the major areas of concern and will
32 continue further study in order to determine:
33
34 Whether or not the DRG-based system adversely affects the quality of medical care
35 by limiting length of stay and results in the deterioration of the quality of hospital
36 practices.
37
38 2. Whether or not DRGs decrease the accessibility of care by encouraging hospital
39 review entities to deny certain admissions.
40
41 3. To what extent reimbursements are inadequate under the system and what the long
42 term consequences are.

/srl
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Total number of respondents--246 '4 /j

Special Surey ATT ,IC J'Am*rA

How Have DRGs Affected Patient Care?
As-" physkm--*. a Medie I nngsys frhospital
services based ondz=gnoauelate geUlp(DRGs) is now
bei nimplemne d c the country, effectiwith the

ai Cfeac hospitaui Asal yer. Ti asystam i intendm to
eou hospitl to be mo cost efiient thanhas

beentheas in the pa and thereby to reduce the rae din.mase inflederl health elxedtures
ASI M is interested in collecting data with which to evaluate

theuffect fthis syaterin-oth positively and negatvely-
on the quality *Patient care. To dos o. we ned the help (in.

oh ASI M members and nonmembers. If you sm
an internist or a aubepec'iast internal medicine and have
personally expenenced any instances here the DRG system
has affected the quality of nhospital came provided to Medi.
car benelicises, please complete the questionnaire below
and return it to ASI M. To protect yourself alf ASI M. pleae
do no( nae or others sac identify any patient, other physs.
can; hos tal. its management or personnel Use generic
terms only

based on the responses received. ASI M wil evaluate any
trends that seem to be occurnng nationwide anfl ill commu-

,*a* to Cons m UMh H*Md CAM' FAdft
iWttionsny thath oud be m RG system

Therissone dd forsubmiaa tha form ince all
homialrno yet widerthe DRG system: rather we woul)
at you tomakecepie. completingand mailing them to
ASIMstheneedaiaUe. ln aditis.ple aefeelfeeetomake
copin rhertemr tASIN membe or nommembers
(e.g., inYour practice oat hopitals

Pa astawr the folowin questions based on your per.
&oal expenen wider DRGO. being as ap li as possible so
your response. Where appropriate. give examples ofpartcu,
Ia" instances stirs the areda paint ha been affecekd. e-
therposAtivelyornegstivey. Including specific infoinmatin
related torach potim-age. sex. diagnosis. LRG awigned t4,
the case. length ofstayM-vuld enhance the Ilvue oths qu.-
tionnare in establishing credible data with which to esslustr
the DRG system. l Use additional sheetso(paper as nece.
ary.) PLEASETYPEOR PRINT.

t. As a esult of D[Gs. have yi experienced any pressure
from your hospital to do any oft he follirng-or ben wAre
instances where these problems have occurred please
check all those that apply).

0 Discharge patients earlier than medcally appropriate.
(Ples explain specific circumstances. I
105 responded affirmatively

o Ifso. has there been any increase in pteest mortality or
morbidty associded with Premature discar?
(Plese explain.)
47 responded affirmatively

o lnese sortta i mssiw (Pl ezisin.)
48 responded affirmatively

0 Underutilise medically necessary tests and preedurm.
(Pk cite ecifc tests and procedures that you be.

werome indicated given the patient' condition but
were not provided, and any effet that ungerpr9oiajon of
these tests a n procedures may have had on patient
nmrUity and morbidity.)
35 responded affirmatively

o D[iharge patients and readmit them within the next
Iew days oreeks. (Please esplan.)

81 responded afffrmatively

o Upgrade the seerityo(a diagnosis to mazimiue reim-
barsement tie.. DRG meep'L (Ples explain)

75 responded affirmAtively

o Other. (lese explain.)
35 responded

2. Am theamptcullr DRG you believe should be re.
visd bece. for example. they do not reflect the actual
resounesuwed to fre ra mtient or tey do not account
for variation that existln the degree patient illness.
9 e n the slae dianooss? (Plow explain. ivin reltv. ,

RG ces.)
102 responded affirmatively
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3. Has tt implementaiom oif the I)l(G-bascyitcm led toany decras in the quail ofse t . ue ios sded by your

kiospitallssuch a
-I Sbort-stuffing I r onunr.i or lab technician).

(Please explain I

104 responded affirmatively

5. yo) u think DRGs hair led to-

(I I nceased cost agrtnes (Al the part ti the nedwal
stal(Please explain.)
183 responded affrntvely....

Inappropriate subtituton ifwn-boi
drugs for brand name drugs, i Ilease e
28 responded afftrmativel

I i I'tll nti iovi W illt, all i UtN ' s l c, iI'
o(equipmenit that ha tit, I mtii isa its I
cail ttseg'u i,

55 responded affirmativel

.. ,.4.3 responded Offiratiyel

(i tt.r 4Pit-awlc.'IlA. i

10_ responded

4. Is. the hosptaII designatsssl metihcal rri

fe.smal standard. rest jes organization 4
viess organizaion Wil ior fi-ca inteilm

I Increased its denial ofrieldicaly v irdir
uniter DiGi. to Ith deltnmert gillatiW
is.lpain i

56 respnded_ 4ff irqatjyg

eiiir he relvitl * I, ctinidvvti m.
*,instr the oust-lilu c rnebsui ,.emeni t )

45 responded affrr jye]

Ir ethes Illt-A-ee lttAIII

13 responded

quitalent generic
tiplain )

0 A decreae in tM ornring ofunneceri) tew and pro-
edures? Ipedase It %plain.)
83 responded affirinativelX

l-U improved relation bIttween the holital and nieical
siaft Pleafse cite itevific sanliles, I

sal lhiniiltiil' 42 responded affit mativey
mnltiss patient

Y_

. .. F(rth I he ho"Iws t- . if i i tyifs a'ta Allliiits lrts'Ini
I t I. t115 i s 14i. iyi I. sAss i Ir isIt o-IIa I m. Y
lilsa.e resplnde

........ 4 responded affirmtly .....

tets eict Iit i, -I

IN 11 -) -ie -* -

tImgunsilisua i t i 'ofcaiiis i ti iii~ le llthiis' Ii tiili.
it .liv't'l c rsusssii' sisfu" I uIiii i'leisl~aisl

Utiiil rev) itls Ili5,ltilam'. tri5.fltc.I i'irnuni.flclali
amiong hospital ilejainmentls. et1. I" (PIlease ilitiiii I

........... 24 responded afftrnativelL

it alviil 4i tio-

aliti shmsl~ni Hoslttl spe:U EC{ommunity sinon imt.I j Pnatt fir
'nt caire? 4Pleas,,e prsiit. [2 Teaching. C] Othlerlea.specify)

lall., necessary
AteM artS then'r
lain

We have purposely left the responds anonynous to ensure
greater candor in the replies. If you wish to identify yourself,
hou ever, please feel free to do so
Internal Miehine Suletfpal (ifans

Date ... ____-____-___

PLEASE RIETURFN To

C, VWWi tl Of ktMJefWie
1101 Vornsori Awtaor #I* 50 5W AS649 C 2M
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The Blue Cross and Blue Shield Association, the national coordinating

organization for all the Blue Cross and Blue Shield Plans, appreciates this

opportunity to submit for the record our views on S.2331, the Medicare

Quality Assurance Act of 1986. Today our Plans underwrite or administer

health care coverage for 100 million Americans, including more than 20

million Medicare beneficiaries. Under contracts with the Health Care

Financing Administration, our Association and member Plans serve as Medicare

intermediaries and carriers responsible for most of the day-to-day

administration of this imakant program.

5.2331, introduced by Senator Jchn Heinz (R-PA), Senator David Ourenberger

(R-MN), and other Members of Congress is intended to respond to a number of

concerns that have arisen with respect to the possible effects of Medicare

reimbursement policy on quality of care. In particular, the bill would:

o Require HHS to develop a method for accounting for variations in

severity of illness and case complexity in the PPS system, revise

the notification -and appeal procedures for beneficiaries, and

prohibit certain hospital-physician incentive plans.

o Improve access to appropriate post-hospital care by requiring all

hospitals to engage in discharge planning, making permanent the

waiver of liability for skilled nursing facilities (SNF's) and home

health agencies (HHA's), extending the waiver of liability for home

health services to "technical" coverage issues such as the

-2-
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homebound and intermittent care requirements, directing that HNS

develop an expedited review process for SNF and HHA claims,

requiring a 24-hour response on beneficiary eligibility for

post-hospital SNF care, and allowing providers to bring appeals on

behalf of beneficiaries and to appeal "technical" denials.

o Improve review of quality of care by PROs by directing the review

of early readmission cases and making other changes in the PRO

program.

0 Require a major two-year study that would assist in the development

of a long-term strategy for quality assurance.

(Walfty Assurance in HosDital Settings

We strongly support the development of refinements to the Medicare

prospective payment system to increase the accuracy, equity, and

effectiveness of the system. Such refinements- would provide reasonable

assurance that the "winners" and "losers" under the constrained payment

system reflect true differences in efficiency and not simply the result of

imbalances in the system.

In particular, we support the development and implementation of a measure of

severity of illness for the PPS system. We also support efforts to improve

current procedures to assure that beneficiaries receive adequate notice and

have adequate appeal rights with respect to the denial of benefits for

inpatient hospital care.

-3-
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Access to Agpropriate Post-Hospital Care

We strongly support requiring that hospitals engage in discharge planning 4s

a condition of participation in Medicare. Indeed, in the private sector

working with hospital discharge planners is a growing component of the

managed care programs that an increasing number of Blue Cross and Blue

Shield Plans are administering for employers. Effective discharge planning

can assure that patients receive adequate care after discharge as well as

encourage the most cost effective delivery of such care. We recommend,

however, that the required discharge planning functions be defined and

implemented flexibly to minimize the burden on small and/or rural hospitals.

The bill includes a provision to broaden the "presumed waiver of liability"

mechanism that home health agencies use to help mitigate the effects of

unanticipated retroactive denials. That mechanism currently applies only to

claims denials based on medical necessity and custodial care coverage

requirements. The new provision would extend the presumed waiver of

liability mechanism to the requirements that, in order for the services to

be covered, the patient need skilled nursing care or certain therapies and

the patient be homebound.

This provision is primarily a result of concern that these coverage

requirements -- the homebound and intermittent care requirements -- have

been implemented inconsistently across the country by fiscal intermediaries

and that some intermediaries have applied them more rigorously than intended

by the law. In our view, while the homebound and intermittent care

requirements do result in some denials of care, those generally stem not

from overzealous implementation of those requirements but the requirements

themselves. As an intended response to the concerns that were raised, the

-4-
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Congress included a provision in the Deficit Reduction Act of 1984 that
required HCFA to designate ten intermediaries, rather than the current
number of 47, to handle home health claims. To help ease the transition for

home health agencies during the move to new intermediaries, the

Comprehensive Omnibus Budget Reconciliation Act of 1985 provided that home

health agencies would continue to be eligible for presumptive waiver of

liability status under current rules for 12 months following the

implementation of the regionalization.

He believe that most home health agencies are sufficiently familiar with
Medicare coverage requirements to minimize the need for waiver of liability

type mechanisms with respect to any coverage requirement in present law.

However, we do recognize that elements of judgment necessarily enter into

the claims determination process and that the directive to reduce the number

of intermediaries will make it even more difficult for intermediaries to
take into account the unique local circumstances surrounding a claim for
home health coverage. He are, therefore, supportive of the extension of the

waiver of liability to the homebound and intermittent care requirements to

the extent that it will improve the predictability to providers of

intermediary coverage decisions. He would note, however, that this

provision is likely to increase Medicare benefit expenditures for

non-covered care.

As mentioned previously, the bill would also require HHS to develop an

expedited review process for claims submitted by skilled nursing facilities

and home health agencies. Again, we would support such a requirement

because it would help improve the predictability of the claims determination
process. However, we would caution that for such a requirement to be

-5-
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effective adequate funding needs to be allocated to enable intermediaries to

perform reviews in a prompt manner. In fact, current HCFA policy runs in

the opposite direction. HCFA has directed contractors to increase overall

claims backlogs in an effort to save administrative and program funds. He

would, therefore, strongly urge that this legislation be coordinated with

the appropriations process, and that funds be earmarked to improve the

review process for post-hospital claims.

S.2331 also would expand Peer Review Organizations' (PROs) review of quality

of care beyond the inpatient hospital setting. He would urge that this

provision not be interpreted in a way that would disturb the Medicare

coverage and utilization review process that intermediaries and carriers are

now performing effectively and highly efficiently for post hospital

institutional and ambulatory care.

He have not taken a position on the provision of the bill that would allow

providers to bring appeals on behalf of beneficiaries 3nd appeal technical

denials. However, in reviewing these provisions, we believe that the

fundamental issue is balancing due process considerations with

administrative considerations. These changes would, likely increase the

number of appeals and their associated administrative costs. As indicated

previously, the Medicare administrative structure is already strained to

meet the current workload. It is also important to consider in a program as

complex as Medicare whether beneficiaries need assistance in identifying and

pursuing appeals of claims that have been denied.

-6-
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Finally, we would like to suggest that you consider two other proposals In

this area. First, we would urge that demonstrations of certain private

sector approaches to the review of the appropriateness and

cost-effectiveness of services be conducted under Medicare. In particular,

we recommend demonstrations to test the feasibility and advisability of

instituting a "p .,or approval" review process for the review of skilled

nursing facility and home health admissions. In our private business, the

pre-admission review of hospital services is an important and extremely

effective component. in our managed care programs. That experience could be

applied to Medicare post-hospital care in a way that both improves the

predictability of the process for beneficiaries and providers and helps

assure that program funds are safeguarded. He believe that an effectively

operated "prior approval" process may be a more appropriate long term

solution to the problem of retroactive denials than continuing indefinitely

the waiver of liability mechanism.

We would also suggest demonstration of "individual benefits management"

under which an Intermediary would consult with hospitals. SNFs and home

health agencies. in conjunction with the patient and attending physicians,

and approve payment for otherwise non-covered Medicare services where

medically indicated, where appropriate to the beneficiary's needs, and where

substitution of services would not result in additional costs to Medicare.

Again, this is a mechanism that is used very effectively by a number of Blue

Cross and Blue Shield Plans in their private business ind may be appropriate

for use in Medicare.

Second, we would urge greater attention to beneficiary and provider

education. Such education could reduce the need to pursue appeals and help

-7-
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reduce the number of claims that are filed improperly. This relates to the

funding issue, however, since beneficiary and provider communications

activities are under severe funding constraints currently. In fact, unlike

our private business. Hedicare does not fund provider education programs at

the intermediary level

Study to Assist in the~evolQ~enL _ALon- tr tyIo Oui1tg

Assurance

We strongly support this provision. There is a need for a thorough review

of quality assurance from a reimbursement policy standpoint, from the

perspective of the hospital conditions of participation and accreditation

programs, from the claims and medical review perspective, and possibly from

the perspective of patient outcome measures. Blue Cross and Blue Shield

Plans, in their private business, are increasingly looking into this area as

they develop PPOs and other mechanisms that encourage patients to use cost

effective providers. In these efforts it is critically important to assure

that such providers have adequate quality control processes in place and

that appropriate external mechanisms, such as JCAH, act to periodically

review quality of care rendered in individual hospitals. He would be

pleased to participate in this study in any way we can.

Conclye|Qp

In conclusion, we are encouraged by S.2331. It places needed emphasis on

quality of care and establishes mechanisms to address a number of concerns

that have been raised regarding Medicare policies and procedures relating to

post-hospital SNF and home health care. tie have suggested some further

proposals that you might consider, and we wou!d be pleased to help the

Subcommittee as you pursue this issue.

-8-
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A1
The National Association of

Private
Psychiatric

Hospitals
1319 F Street. NW. Suite 1000. Washington. DC 20004 * 202-393-6700

June 6, 1986

The Honorable Bob Packwood
Committee on Finance
219 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

On behalf of the 240 private psychiatric hospital members of
the National Association of Private Psychiatric Hospitals
(NAPPH), I want to take this opportunity to share with the
Committee the Association's analysis and recommendations
regarding S. 2331, the medicare Quality Protection Act of
1986.

It is our understandinS that the Medicare Quality Protection
Act of 1986 was an outgrowth of a 16-month investigation by
the Senate Special Committee on Aging, which is chaireo by
Senator John Heinz, stuuying the impact of the DRG payment
system on the quality of care provided to Medicare
beneficiaries in hospital and post-hospital settings.
Although it is clear that the intent of S. 2331 is to ausure
that the DRG.payment system does not undermine the quality of
care provided in hospitals and post-hospital settings, many
of the provisions in the legislation would have a direct, or
in some instances an indirect, effect on hospitals that are
presently exempt from the DRG payment system. In light of
this fact, NAPPH has reviewed S. 2331 and prepared an
analysis of this legislation and its potential impact on
private psychiatric hospitals and the patients we serve.
Enclosed for your review and consideration is the NAPPH
analysis and suggested refinements to the legislation.

I would respectfully request that this letter and the
enclosed analysis be included in the June 3, 1986 hearing
record on the 'Quality of Care Under Medicare's Prospective
Payment System'. Thank you for your consideration of this
matter. We look forward to working with you and the
Committee on this legislation as it moves forward.

Very truly yours,

Robert Thomas
Executive Director 193)
cc: Members, Senate Finance Health Subcommittee H



473

NAPPH R3ECOMMENDATIONS FOR S. 2331, TOR MEDICARE QUALITY PROTECTION ACT

I. Section 101--Severity of Illness Study

P ioLslon: The Secretary would be required to conduct a study on the
development of L patient classification system that reflects
variations in severity of illness and case complexity.

* Require Department of HHS to make recommendations to Congress by
January 1. 1988.

commendations: Clarify in bill that a part of the study should
specifically deal with the severity of illness for psychiatric
care. (Note: 49.6% of the Medicare psychiatric patients are
presently carried under the psychiatric DRGs (e.g. scattered beds
and non-exempt units.))

II. Section 162--Infor Patients of Their Rights

Provisiont Require the Secretary to develop a written statement that
would inform patients of the following:
*patients rights to both inpatient and outpatient Medicare
benefits;
*potential liability to the patient for charges of continued stay
in the hospital;
*rights to appeal and appeal procedures;
*individual liability for payment if denial of benefits are upheld
upon appeal.

RecommendatIont Specify in the bill or report language that the
written statement should include a sentence referencing the fact
that a Medicare beneficiary has only a 190-day liftime limit for
psychiatric inpatient care in a freestanding psychiatric
facility. This information would be especially important for a
chronically mentally ill patient.

III. Section 15--Study on the Adequacy of the Conditions of Participation

Prgyislon: Require a study on the adequacy of the Conditions of
Participation regarding determining the quality of care in
hospitals. Due within two years after enactment. Also, the
committee report would state that the intent of the committee is
to defer any changes in the Conditions that may affect quality of
care until the study is completed.

Recomnendation The bill ahould require HHS to issue the revised
Conditions of Participation as an interim final rule. If there
is a new study mandated, it should focus on Subpart S
(Certification Procedureb for Providers and Suppliers of
Services) of the Medicare Regulations which deals with the
procedures utilized in implementing the Conditions. A study
could also investigate various ways to strengthen *deemed status'
for inpatient psychiatric facilities.

1
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Finally, it is especially important to issue the new Conditions
since these regulations contain sections on discharge planning
which must not be held up for a new study.

IV. Section 116--Study of Payment for Administrative Days

P s Conduct a study on Administrative necessary days and if
payments accurately reflect the actual costs of providing thess
services while awaiting placement in an SNF. This provision only
applies to DRG payments.

Recommendation: Under the bill, only facilities participating in the
DRC system would fall under the proposed study. However,
facilities operating under the TEFRA limits also face similar
problems in placing Medicare beneficiaries in other facilities.
There should be a section of the study that specifically deals
with administrative days for all hospital under the TEFRA
limits.

V. Section 211--Require Hospitals to Provide Discharge Planning

Provifon: Require as a Condition of Participation a discharge
planning process.

Pecommendatin: Discharge planning for psychiatric patients is an
ongoing process initiated upon admission and continued throughout
hospitalization. Periodically, the patient's needs for aftercare
services are evaluated and discharge plans are developeS in
conjunction with the patient. family, and/or significant others.
Such activities are often most appropriately conducted by the
treatment team as the plan of care is developed and revised.
This provision should not interfere with such practices by
requiring new or distinct functions.

The specific recommendations dealing with the discharge planning
provision follow:

(1) The bill or report language should clarify that the
discharge planning process is an ongoing process
throughout an individual's hospital stay and should
not necessarily be separate and distinct from the
overall plan of treatment.

(2) The physician should have discretion in whether or not
the discharge planning evaluation should be made fully
available to the patient based on the need to assure
confidentiality of certain aspects of the evaluation.

2
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(3) A hospital's policies and procedures should govern
the type of health professional(s) most appropriate
to develop the discharge planning evaluation rather
than designating in statutes the specific
professionals who must carry out this function.

VI. Section 214--Development of Uniform Needs Assessment

Provial: Require the Secretary to develop a needs assessment
instrument that evaluates:

* functional capacity of an individually
* nursing and other care requirements to meet health care
needs and to assist in functional incapacitiess

* social and familial resources available to the individual to
meet those requirements.

Can be used by discharge planners, hospitals, nursing facilities,
and other health care providers and fiscal intermediaries In
evaluating post-hospital extended care services.

Recommendation: Psychiatric patients' needs are greatly different from
the general health care needs of an individual. In determining
the functional capacity of a mentally ill person, one must
include the biological-psychological-social needs. Therefore, a
separate needs assessment instrument should be developed for the
psychiatric patient. NAPPH should i.e represented on the study's
Advisory Board. NAPPH has submitted a research proposal to NIMH,
which is pending before its Review Committee, to develop level of
impairment indeces.

VII.Section 297--Provider Representation of Beneficiaries on Appeals

Provlison: Providers would be able to represent beneficiaries in
their appeals of Medicare coverage decisions and would allow
providers and practitioners to appeal administrative or technical
denials and any other denials of Part A claims.

Recommendatlons This provision is critically important for the
mentally Ill patient because their illness in many respects
hinders their ability to adequately represent themselves.

VIII. Section 298--Annual PPS Report to Include Information on Quality of
Post-Hospital Care

Povion: The Secretary in each annual report to Congress on the PPS
shall include an evaluation of the adequacy of the procedures for
assuring quality of post-hospital services furnished under
Medicare.

3
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Recommendation: In reviewing the quality of care provided in a
post-hospital setting for Medicare psychiatric patients it is not
the procedures, but rather the non-availability of coverage and
the lack of available resources necessary to meet the patient's
aftercare needs. rhe Annual PPS Report should focus on the
inadequate coverage for aftercare services under Medicare and the
lack of community resources.

IX. Section 362--Requiring PRO Reviev of Quality of Care

PLovision: Require PROs to review quality of services.

Recommendation: PROs are presently ill-equipped to review the quality
of care in psychiatric facilities. They don't have the necessary
level of expertise and/or resources. The quality of care review
process in private psychiatric hospitals should be based on the
type and nature of patients served by the hospital. The JCAH '

effort to establish clinical indicators should be encouraged and
supported and quality of care criteria should not be set by
regulation and based on a volume or numerical concept.

X. Section 401--Study to Develop A Strategy for Quality Review and Assurance

Pgyisions: Secretary shall arrange for a study to serve as a basiE
for establishing a strategy of reviewing and assuring the quality
of care for Medicare-covered services. The study is due in two
years after enactment.

Recommendations The quality of care study should have a separate and
distinct part on psychiatric care. A psychiatric quality of care
strategy will most definitely have different components than a
general health care strategy.
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National Committee for Quality Health Care
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July 3, 1986

COMMENTS ON S.2331
THE 14EDICARE QUALITY PROTECTION ACT

OF 1986

The National Committee for Quality Health Care
respectfully submits the following comments to the Senate
Finance Committee on S.2331, the Medicare Quality Protection
Act of 1986. We request they be included with the June 3rd
hearing record.

)ur

I

The purpose of 8.2331 is a laudatory one - to improve
quality under the Medicare Prospective Payment System. This
bill is intended to improve beneficiary protections and
strengthen the monitoring of hospital practices. Many of
the bill's provisions are designed to establish procedures
to ensure that a process exists as a safeguard against the
untoward actions of providers.

We believe quality problems related to PPS and Medicare
beneficiaries to be limited in nature. The lack of
widespread documented abuse supports this view. Neverthe-
less, systemic problems caused by piecemeal payment reforms
and the resultant confusion of incentives are a concern to
providers. Overall, despite the bill's objective of
protecting quality# the National Committee doubts S.2331's
provisions will ensure patient quality care. While we do
not oppose all the bill's provisions, many are troublesome
to us. In our view, the following actions would go much
further toward improving overall quality care in Medicare
without simply increasing the burden of regulation.

itm ShO0t 1SLAKD AVV[. NW * WLitt 801 0 WASHINGION DC V0% * (MIXM1432

The National Committee for Quality Health Care is a
coalition of health care companies including hospital
providers, nursing homes, HMO's, manufacturers and
professional firms which provide products and services to
the health care industry. Our goal is to promote public
policies which enhance both access to and the quality of
medical care system. The efficient provision of high
quality medical care to our nation's elderly citizens is
goal of all our members.
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First, mandate annual increases in DRG prices commensurate
with actual hospital inflation rather than allowing inadequate
payment updates by administrative fiat.

Second, encourage the establishment of a private accreditation
system to oversee the provision of quality throughout a patient's
spell of illness, not just in a particular setting.

Third, begin to the various levels of medical care delivery
link through capitation or other prospective rate systems so that
continuity is maintained.

Fourth, require additional studies of quality in capitated
systems rather than continuing the narrow focus on quality of
inpatient services.

Our comments on specific features of S.2331 are as follows:

We support the development of continued refinements in the DRG
methodology including a severity of illness index. However, such
refinements should not be proposed in lieu of reasonable annual
updates of the standard DRG price. We would recommend that
Congress amend the PPS statute to require an annual update based
on the marketbasket for hospital goods and services. This change,
perhaps more than any other, will ensure adequate resources to
provide quality hospital services for all Medicare patients.

We agree that the current _
BIgb t required by HCFA should be amended to inform beneficiaries
of their rights to benefits of hospital and post-hospital
services. We also agree that additional time for a beneficiary to
appeal before a hospital may bill him for services is
appropriate. These changes will better inform the patient of
Medicare's benefits and provide ample time to appeal an early
discharge.

In general, we are concerned that Medicare beneficiaries do
not understand the complex benefit structure or administrative
processes of the Medicare program. The entire Medicare program
needs to be simplified so that our senior citizens know what
services they are entitled to.

The National Committee supports a provision which prohibits
physicians from receiving direct monetary payments for discharging
patients early. However, we are concerned that a broad
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prohibition regarding physician incentive plans way inhibit the
move toward managed care programs. Prepaid health plans by their
nature encourage physicians to provide the most cost effective
care and as such limit inappropriate hospital admissions.
Provider arrangements that emphasize patient management may lead
to better quality care outcomes and should be encouraged, not
restricted. The intent of the bill should be clarified so that
only patient-specific incentive arrangements are covered. We
believe the proposed study of additional sanctions of other
physician incentive plans is unwarranted.

The National Committee supports the bill's intent of improving
hospitals' discharge planning process. The vast majority of
hospitals currently operate discharge planning systems and have
improved them since the establishment of PPS. We believe that
the revised hospital conditions of participation recently
published by the Department of Health and Human Services on June
17, 1986, are a prudent approach to this concern. These final
regulations establish a new quality assurance condition of
participation for hospitals. This condition requires a
hospital-wide plan for overall patient quality management
encompassing every facet of patient caxe. Under this new
condition, discharge planning and social services both are made
standards. This requirement should be sufficient to encourage
hospitals to improve their discharge planning process. We
understand that the Joint Commission on Accreditation of Hospitals
(JCAH) requirements regarding discharge planning are equivalent to
the Department's new regulations. Elevating the discharge
planning process to a condition of participation and requiring the
Secretary to establish detailed guidelines as proposed in S. 2331
is unnecessarily intrusive and will lead to added administrative
burden without any added patient protection.

Development of a model patient evaluation system by experts in
post-hospital care might be a valuable service to health care
providers. However, there is no final answer, as methods for
patient assessment are continually changing. Thus the application
of such a model should not be mandatory. PROs requiring the
routine use of such an instrument would be excessively burdensome,
arbitrary for many, and would do little to improve patient care
for most hospital patients.

Various provisions in the bill expand the scope of PRO
activity to include indicators of quality problems. We agree that
the monitoring of such incidents and statistics may be useful. We

2~
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also understand the PRO scope of work published by DHlHS for next
year strengthens and expands the PROs' quality-related duties in
several ways. For example, PROs will now be monitoring several
key quality indicators including nosocomial infection rates and
readmissions within 15 days, among others.

The requirement that PRO review be extended to ambulatory
settings, including liMOs, is inappropriate. PROs have had enough
difficulty establishing viable hospital review programs without
moving into still more problematic areas. COBRA already contains
a provision mandating quality review of medical care for HMOs and
CMPs entering risk contracts with Medicare. Assigning such
reviews to PROs does not allow for the development of other
private review organizations or accrediting bodies. Since medical
review in the outpatient area is relatively new and untested,
various private entities should be encouraged and allowed to
undertake this review if they can do so responsibly.

With respect to additional studies on a quality assurance
review strategy, the National Committee believes that studies
currently underway and supported by BHS are sufficient to make
recommendations in this area. If further study is necessary, it
should be directed toward quality review in the area of prepaid
medical care and capitation approaches. Further such studies
should focus on private sector mechanisms and methods for ensuring
ongoing quality review.

SaIDg~ly

In conclusion, we believe the Senate Finance Committe has
performed a valuable service by focusing attention on the
potential effects of PPS on patient care quality. The Committee's
findings and concerns have sent a strong signal to participating
providers that inappropriate patient care activity will not be
tolerated. Many of S2331's requirements are aimed at preventing
future occurrences. While some of these changes could have a
"sentinel effect" on providers, other provisions will divert
attention and resources away from the primary mission of hospitals
to provide the highest quality medical care. Moreover, many of
the problems the bill seeks to correct are being addressed by
regulatory requirements or administrative monitoring activities
recently implemented by DHHS. Thank you for this opportunity to
provide our comments on this bill.

I.D. LINE 63-857 (484)


